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THE TEAM THAT MADE THE BOMB 


How Private Enterprise and Wealth Contributed to Creation 


Editorial 


ILL the atomic force, developed as 

Uranium 235 and Pluto 239, revolu- 
tionize our peace-time lives as it has already 
revolutionized warfare? Will it put an end 
to living if it does not put an end to war? 


As news spreads round the world of the 
utter devastation of Hiroshima (a city of 
over 300,000 population), from one small 
400-lb. bomb, these questions will be trans- 
lated into every community, into every lan- 
guage. One hundred of these atomic bombs 
(weighing 40,000 Ibs.) equal, in blast effect, 
all the bombs (2 million tons) carried by 
the U. S. Army Air Forces during the whole 
war. A few grains of uranium might power 
the Queen Mary across the Atlantic and 
back. 


It is more than a coincidence that the 
bomb was developed by a “free enterprise”’ 
nation. It was the combination of technologi- 
cal and scientific know-how, of vast machin- 
ery and tools and managerial ability of in- 
dustry working in coordination with the 
War Department, that made possible this 
achievement. 

Here is the most 
dramatic example in 
history of the value of 
freedom, of private 
enterprise, of “capi- 
tal.” Our refuge for 
individual freedom 
brought us scientists 
from Germany, Italy, 
Denmark and the col- 
laboration of English 
and Canadian re- 
search and_ experts. 
Private enterprise 
had created the great 
research laboratories 
in our manufacturing 
companies and_ the 
know-how for con- 
struction. Capital pro- 
vided us the finest 
equipment and_ tools 
in the world with 
which to build and 
work, financed labora- 
tories in universities 


and the experiments of teachers and pupils. 

The casual observor might attribute this 
great discovery to “government,” on the 
basis that the finished bombs came out of 
government plants. The real story needs 
telling, for it is the story of the American 
way of life, of freedom of knowledge, of in- 
dividual initiative and risk and reward, of 
corporate planning and experimentation and 
production, of private wealth endowing the 
arts and sciences and the colleges. 

The key to the atomic bomb was made by 
two members of the staff of Columbia Uni- 
versity, who split the atom in the rock 
vaults beneath its Physics Building back, in 
1939. Endowment of chairs of research and 
teaching and of equipment, from private 
funds, helped make this possible, as it helped 
make possible the work at the University of 
Minnesota in finding the element U-235, at 
the University of California in smashing the 
atom by use of a 225-ton cyclotron—and at 
other industrial and college facilities which 
added to the train of development. 

When the “Manhattan Engineer District” 


U.S. Army Photo from International News Photos 


Part of U. S. Atomic Bomb Project, Oak Ridge, Tenn. 
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was organized in 1942 as the project to build 
the plants to create atomic power, under di- 
rection of Major Gen. Leslie Groves, it was 
private industry that was called on to fur- 
nish the plans, construction and equipment. 
The duPont de Nemours Company designed, 
constructed and operated the Hanford 
(Wash.) works; one of the Clinton (Tenn.) 
plants was built by the M. W. Kellogg Com- 
pany and operated by the Union Carbide and 
Carbon Company; the other Clinton plant 
was built by Stone & Webster Engineering 
Corporation and operated by the Tennessee 
subsidiary of the Eastman Kodak Company. 
Equipment was supplied, according to Henry 
L. Stimson, reporting as Secretary of War, 
“by almost all the important firms in the 
United States,” he specifically mentioning 
Allis-Chalmers, Chrysler, General Electric 
and Westinghouse. Further, two of the three 
major contracting companies did this work 
without any profit (at a fixed fee of $1. plus 
costs) and the other financed the entire cost 
of the largest plant and the layout and con- 
struction of the entire new city of 75,000 on 
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the basis of the regular cost plus fixed fee 
contract. Patent rights were also turned 
over to the government without compensa- 
tion. 

As President Truman said, in commend- 
ing the achievement of scientific brains in 
different fields, “hardly less marvelous has 
been the capacity of industry to design, and 
of labor to operate, the machines and meth- 
ods to do things never done before . . 
Here indeed is the wonder of the ages, proof 
of what can be done with labor, industry, 
and government working in harmony with 
the tools provided by capital and the know- 
how provided by trained industrial and sci- 
entific and military management. What the 
future holds will probably be midway be- 
tween the most pessimistic and the most op- 
timistic views; instead of displacing cus- 
tomary sources of power we may augment 
them by better storage facilities; instead of 
a weapon of destruction we may, by assum- 
ing our responsibility, provide many means 
of increasing our well-being. Nature is a 
jealous mistress, but not unreasonable. 





INTERNATIONAL ECONOMIC PROGRAM 


IGH level production in this country de- 
pends in part upon a_ substantial 
amount of foreign trade. However, develop- 
ments during the pre-war period and under 
the stress of war have affected significantly 
the volume and flow of this trade. The in- 
ternal economies of European countries 
have been so seriously disarranged that the 
resumption of normal operations is out of 
the question for many years. The flow of 
credit and capital has also been clogged up, 
and the financial position of many countries 
is such that the normal flow could not be re- 
established without governmental aid. 
Trade barriers and exchange restrictions 
which hampered the free flow of trade be- 
fore the war are still in effect and must be 
removed before normal trade relations can 
be reestablished. Another significant de- 
velopment, whose full import is still to be 
realized, is the industrialization which has 
taken place in such countries as Canada, 
Australia and India. This will result in- 
evitably in a changing composition of our 
trade and makes it important to reexamine 
the position of companies whose earnings 
are dependent upon foreign markets. 
Several measures designed to promote 
post-war international trade have been 
adopted by Congress. Major emphasis has 


been given to the Bretton Woods Agree- 
ments which provide for a fund to help sta- 
bilize exchange rates and an international 
bank to help reestablish the flow of capital. 
But Bretton Woods alone cannot do the en- 
tire job. To implement the operation of 
these agreements, therefore, the lending 
power of the Export-Import Bank has been 
increased from $700,000,000 to three and a 
half billion dollars. This expanded capital 
will enable the bank to finance trade during 
the period before the international bank is 
established. Congress also extended the re- 
ciprocal trade agreements with the pro- 
vision that negotiations may be entered into 
to reduce tariffs by an additional 50%. 


Two additional actions are required to 
round out this program to improve our in- 
ternational trade. The Johnson Act which 
prohibits private lending to countries in de- 
fault on their debts to this country must be 
repealed so that private agencies can resume 
their normal place in international lending. 
Various other barriers exist such as import 
quotas, export control, foreign exchange re- 
strictions, etc., which hampered the free 
flow of trade before the war and threaten to 
hamper it after the war. An international 
conference is needed so. that action can be 
taken to remove these barriers. 





“IT IS FOR US, THE LIVING...” 
Can We Achieve V-A DAY Too? 


CROWD of people in Cleveland were 

watching the electric news sign spell 
out the dramatic headline that the Japs had 
made the surrender offer. A few minutes 
later the letters spelled out “Celebrations 
throughout Allied World” “Times 
Square Crowds Hail Victory”... “Manila 
Stages Impromptu Parties”... 

A few feet away a young soldier leaned 
on his crutches, his right leg off at the 
knee, his left eye bandaged—maimed for the 
rest of his life. Celebrating? Parties? 
Victory? They had a strange sound now. 
But, well—that’s soldiers’ luck; somebody 
has to pay the price of folly and greed and 
persecution. At least he was alive to see 
Peace come at last. 

Or was he seeing Peace? What were 
those headlines in the newspaper: 


Conference Scene Reveals Dilemmas 
Proposes Industry-Labor Peace Parley 
Charges Management 

U. S. Brings Suit vs. 12 Companies 
Jurisdictional Strike Continues 


Our fighting men have won the war in 
Europe and in Japan. Can we keep a good 
peace in America? “It -is for us, the liv- 
oo. 

What they have won abroad, will we lose 
here? Will we so far forget that freedom 
is gained only at a price? That we must 
have, in our hearts and in our minds, the 
makings of a Declaration of Interdepen- 
dence, between neighbors as between na- 
tions? The gold star hangs in many a win- 
dow tonight. For them the fighting is ended 
forever. The purple heart adorns many a 
brave heart but broken body. For them an- 
other difficult struggle lies ahead. For the 
rest of us there remains a great debt to pay 
—a debt of lives, health, opportunities, 
property, borrowed from others for our pro- 
tection. That we might live in peace and 
mutual prosperity. ... “to be here dedi- 
cated to that unfinished work.” 


When we see the little greeds of the mar- 
ket-place, the petty bickerings of labor and 
management, the cheap tricks of temporary 
advantage by pressure groups, the threat or 
use of political or financial force enter our 


daily lives, will we feel very proud with that 
young soldier leaning on‘ his crutches and 
watching us with his memories of the hero- 
ism, the unselfishness, the modesty with 
which he and his buddies gambled their lives 
and all their hopes of happiness—‘“just for 
an ideal”—‘“that this nation, under God, 
shall have a new birth of freedom.” 


A Freedom not of license but of the liber- 
ty that comes from courage in the smaller 
affairs of living, from consideration for the 
rights of others, from taking no. power or 
privilege without assuming an equal re- 
sponsibility. 

Peace still lacks an objectiveness strong 
enough to weld over the little discords, to 
encourage the sacrifices and responsibilities 
that are its price. 

If we look for some all-powerful, benevol- 
ent paternity to shield us against all risk, to 
carry us on its back, we will only be mimick- 
ing the very totalitarians we fought against. 
Victory can never be decided by a battle or 
a campaign, it is indeed a way of life. 

If we are to guide the destinies of others, 
we must first put our own house in order. 
We must evolve a code of ethics in our deal- 
ings with our own people. Let us take one 
example. We have often heard that every 
one who buys a war bond becomes a part- 
ner in the greatest of all business firms—the 
U. S. Government. Our political leaders 
then become trustees. They hold or expend 
this money for us—it is the people’s money 
—the savings of 45 millions of us. They 
should use it for our protection, not waste- 
fully. They must guard it against inflation 
which destroys its value and the value of all 
other savings and income. They cannot take 
from all of us and give to a few favored ones 
or take from a few to subsidize indolence for 
many, 

But before we wash our hands of respons- 
ibility and turn over the management to a 
few elected officials, we might remember 
that we are the stockholders. Just as in a 
corporation, it is the stockholders who select 
the management, guide its policies and back 
them up, or neglect to do so—in which case 
we have no kick coming if something goes 
wrong. We must know good business prac- 
tice and follow it. 
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PRICE CONTROL WITHOUT WAGE CONTROL 
Setting Stage for Unemployment and Black Markets 


TABLE retail prices and substantially 

higher wages are the announced ob- 
jectives for the transition period. At the 
same time, it is proposed to increase unem- 
ployment insurance up to $25 a week 
throughout the country and to engage in 
large scale public works and government 
spending in order to attain “full employ- 
ment.” In other words, we are about to 
embark upon the hopeless task of attempt- 
ing to stabilize prices while permitting 
major increases in wages which represent 
one of the most important costs of produc- 
tion, and continuing to maintain large gov- 
ernment deficits—the basic cause of infla- 
tion. 

The basis for this policy is contained in 
President Truman’s Executive Order (No. 
9599) of August 18, 1945. Under this or- 
der the Price Administrator and Stabiliza- 
tion Director are authorized to “take all 
necessary steps to assure that the cost of 
living and the general level of prices shali 
not rise.” However, adjustments in prices 


are permitted where required “to correct 


maladjustments or inequities which would 
interfere with the effective transition to a 
peacetime economy.” 

Where such increases are made, how- 
ever, the agency is ordered to “see that 


REMOVING THE “WAR HEAD” 


Courtesy ‘““Amevican Banker”’ 


such price increases do not cause price in- 
creases at later levels of production or dis- 
tribution.” In other words, while the price 
line is to be held firmly at the retail level, 
increases in pre-retail prices are to be per- 
mitted. These latter increases, of course, 
w 'l make it virtually impossible to hold 
retail prices without the development of a 
large black market. 

The order also provides that the Price 
Administrator shall “improve and tighten 
price controls in those fields which are im- 
portant in relation to production costs or 
the cost of living in which, in their judg- 
ment, the controls have heretofore been in- 
sufficiently effective.” Thus, instead of liber- 
alizing price control now that surpluses of 
manpower and materials are again appear- 
ing, a continuation of tight pricing has 
been ordered. Throughout the war period 
the administration has failed to distin- 
guish between price stabilization and price 
freezing. The former means the preven- 
ticn of runaway prices while the latter 
means no price changes at all. So far as 
retail prices are concerned, the price freez- 
ing approach is being carried over to the 
transition period. The underlying assump- 
tion is that because excessive price increases 
may have a disturbing impact upon the econ- 
omy, no general price increases should be 
permitted. 

The situation will be seriously aggra- 
vated because of the modification in wage 
policy. The Executive Order provides that 
voluntary wage increases may be made 
wherever no price increase will be put into 
effect or requested by the firm granting the 
increase. In any case where a wage in- 
crease would necessitate a price increase 
the approval of the Economic Stabilization 
Director is required. This standard is com- 
pletely unrealistic. In effect, we are being 
asked to believe that if some workers in an 
industry receive a voluntary wage increase 
on the “no price increase” standard, other 
workers in the industry would be content to 
receive no wage increase because in the 
companies in which they work a price rise 
would be required. This is real Alice in 
Blunderland thinking. 

Wage rates within an industry and be- 
tween industries are closely related. In- 
creases granted to one group of workers 
cannot be withheld from other groups mere- 





ly because the government establishes a 
“paper barrier” to prevent them. Already 
various union leaders have announced that 
under the new policy they will seek higher 
wage rates for practically all of their mem- 
bers. Such increases in wage rates on top 
of those which have already taken place will 
make it even more difficult to hold the 1942 
price line. 

Increases in productivity in civilian in- 
dustry have been only moderate during the 
war, and for many industries productivity 
has actually declined, because of wartime 
disruptions to production and the availabil- 
ity of less efficient workers. In time these 
tendencies will be reversed, but it is unlikely 
that the required increase in productivity 
will take place immediately. That large 
wage increases are contemplated was indi- 
cated by Economic Stabilization Director 
William H. Davis in a press conference on 
September 4th, when he pointed out that he 
expects to permit substantial increases in 
wages without affecting prices. 

To support his contention that higher 
wages do not cause higher prices, Mr. Davis 
pointed out that the cost of living in 1944 
was about the same as in 1919, although 
average hourly wages in the interim period 
had more than doubled. Apparently Mr. 
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Davis is confusing the ability of the eco- 
nomic system to absorb major changes in 
the long-run with its ability to absorb them 
in the short-run. 

The sharp increase in wage payments is 
part of an historic trend. As we have ex- 
panded our use of capital, workers have been 
able to produce a larger number of units in 
a given period of time. We usually refer to 
this as the increase in output per manpower 
or increases in labor productivity. A sim- 
ilar development has attended better organ- 
ization of production, and particularly the 
wider application of mass production tech- 
niques. Higher wage rates were possible in 
1945 as compared with 1919, without the 
need for a general increase, because of the 
great improvement in productivity. Similar 
wage increases may be anticipated in the 
post-war period as the application of new 
technological developments takes place. But, 
it should be noted, until such improvements 
materialize, higher wage rates mean higher 
costs and higher costs will increase the pres- 
sure for higher prices. 

The attempt to hold prices down while 
permitting sharp increases in wage rates 
and in prices paid to manufacturers will 
fail, as have all such price-fixing schemes in 
the past. Too much reliance is being placed 
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upon the fact that the cost of living index 
has remained relatively stable for more than 
two years. Apparently it is being assumed 
that price control alone has accomplished 
this stability. Nothing could be farther 
from the fact. This is clearly indicated by 
our wartime experience in attempting to 
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control prices of meats, poultry and fresh 
fruits and fresh vegetables. The wartime 
price stabilization achieved was the result 
of a host of measures of which price fixing 
was only one. Priorities, allocations, ration- 
ing, production controls, controls over the 
flow of supplies, wage stabilization, export 
controls, import controls, subsidies, war 
bond drives, voluntary savings, substantial- 
ly higher taxes—these were the factors 
which held prices down during the war. 
Now, with the war at an end and these 
supplementary controls being rapidly re- 
moved, we are reaching a point where major 
reliance is being placed on price-fixing to 
hold down prices. Such a policy is doomed 
to failure. Tight pricing means smaller 
profit margins; smaller profit margins in 
turn will reduce the incentive to produce, 
and hence will adversely affect the employ- 
ment opportunities so urgently required in 
the coming months for displaced war work- 
ers and returning veterans. The price of a 

tight price policy will be unemployment. 
JULES BACKMAN 





“The Stockholder Speaks” 


A survey conducted by the reports division 
of Herald Square Press, Inc. (New York), pro- 
vides an additional informative answer to the 
question: What does the stockholder want in 
the annual corporate report? The results of 
tabulation and summary of the 40 per cent of 
replies to a questionnaire sent to 2,000 stock- 
holders are tersely described: 

“The stockholders want their report to have 
the page size of Time magazine, containing 32 
pages or less made up in not more than two 
colors, with the text written in nontechnical 
prose and freely illustrated with graphics and 
photographs. The report should contain a sum- 
mary page of statistics with a historical com- 
parison, a detailed balance sheet and profit and 


STOCKHOLDERS’ PREFERENCES OF SPECIFIC PHOTOGRAPHS 


Per Cent 


loss statement with at least a three year com- 
parison, an income vs outgo statement, a state- 
ment of dividend policy, a sound analysis of 
taxes paid, a cursory analysis of employee con- 
ditions, a knowledge of the stockholders in the 
corporation, a presentation of the background 
and affiliations of the officers and directors, 
the future plans of the company, the company’s 
advertising program, a list of products and 
services and an insight into the intensity of 
the research carried on by the company.” 

Stockholder interest in graphics and photo- 
graphic presentation is revealed in their re- 
plies. Herald Square Press reports stockholders’ 
preferences for specific graphics and photo- 
graphs as follows: 


Map on aphical 
distrib. of stockholders 


Organization chert of the 
company 
Graph titled “Cash 
Income vs. Cash ” 
Graphs on taxes paid by 
corporation 
ZA 
Graph on sales trend 


Y G 
Graph on trend of grow a oe 
and net income 





REPORTS FOR PROFESSIONAL INVESTORS 


Survey of Institutional Investors and Analysts Shows 
Data Desired in Corporation Reports 


A Trusts and Estates Study 


Last month Trusts and Estates reported 
the corporate story as it is told in chapters 
of modern annual reports relating to The 
Tools, The Products, and The Benefits of 
private enterprise. The current article car- 
ries an evaluation of that story by profes- 
sional investors in reporting the parts of the 
corporate story of greatest interest to those 
persons who supply a large part of the Tools 
of private enterprise. 

Obviously there can be no great difference 
between the interests of the professional in- 
vestor and those of corporate management 
in providing a full story in the annual cor- 
porate report. While the professional in- 
vestors may be less immediately concerned 
with the pictorial and typographical excel- 
lence of the report than with its financial 
and statistical completeness, they too are 
attracted by and appreciate a forceful pre- 
sentation. (Note the examples of better 
modern reports selected by them!) A com- 
plete story loses none of its appeal by being 
interestingly told. 


It is evident too that the professional in- 
vestor—and others—will have many ques- 
tions for which the corporate report will 
want to supply answers in the years to come. 
In the display of financial data and in re- 
porting operating results there will be stor- 
ies to tell of labor costs and their effect upon 
prices and volume, of profit margins by 
which to evaluate the services of the dis- 
tributor in a modern economy, of fixed and 
variable costs and their elasticity in an ex- 
panding or contracting market, of new ma- 
terials, new production methods, and the 
part they will play in providing new pro- 
ducts to meet the consumer demands of 
peacetime. 


The corporate story of private enterprise 
in a world at peace will be as important and 
will require as forceful telling as that given 
corporate efforts and results during war 
years. The corporate report in the coming 
years of “atomic” peace must be interesting 
and significant to all.—ditor’s Note. 


(LETTE AAS SNES ASS a SESS 


HE annual corporate report serves 

many users. Its story of the corpor- 
ation is told to employee-stockholders, 
to owners having a small number of 
the corporate shares, and to the security 
analysts and institutional or profession- 
al investors who, while numerically few, 
may own or direct investment in large 
and important portions of the total 
corporate equities. Various studies of 
the corporate report have been directed 
to surveys of the employee and small- 
stockholder interests to determine. the 
parts or the chapters of the corporate 
story most interesting and most sig- 
nificant to those persons. 


But there is a professional, an insti- 
tutional investor, slant to that story 
also. To determine what corporate data 
is of greatest interest to this group, the 
editors of Trusts and Estates polled per- 
sons representing this class to deter- 
mine, from the standpoint of profession- 
al investment analysis, the desirable and 
the unnecessary features of modern 
corporate reports. 


The editors received responses from 12 
(Eastern, Midwestern, and Western) states 
representing replies from 30 large banks 
and trust companies and 10 leading security 
analysts and stock brokers. These replies 
express opinions which may provide a useful 
clue to the professional’s view of the corpo- 
rate report from the standpoint of invest- 
ment analysis and of accounting for the 
stewardship of capital. This view was 
sought on questions relating to the most im- 
portant features in modern corporate re- 
porting, the non-essential data or features 
of corporate reports, the special informa- 
tion desirable in the reports of corporations 
operating in various industry fields, and ex- 
amples of the better reporting. 


IMPORTANT FEATURES 


HE four most commonly identified fea- 
tures named as being of importance in 
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the adequate reporting of corporate affairs 
were: 


Presentation of comparative - financial 
statements permitting the data on condi- 
tion and results given in the current re- 
port to be compared with those of earlier 
years. Ten-year operating figures were 
cited as necessary to give a peace-time as 
well as. war-time picture and trend. 

Analysis or break-down of the state- 
ment of income to provide information 
relative to the major phases of the busi- 
ness operations, viz: income and expense 
by divisions or by products, etc. 

Authoritative textual comments to ex- 
plain the reasons for significant changes 
in operating results and financial condi- 
tion. 

Statements explaining the nature and 
extent of research, new-product develop- 
ment, etc., combined with conservative 
evaluations of the probable results of 
these programs upon the expansion of 
markets for the company’s products. 


Other features were described as impor- 
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make them easy to read by emphasizing 
headings, totals, etc. 

The use of less technical language in 
explaining footnotes to the financial state- 
ments and in auditors’ certificates. 


UNIMPORTANT FEATURES 


HE three features of modern corporate 

reports which were most frequently 
named as being of little interest to the pro- 
fessional investor were: 


Pictures, particularly those of the man- 
agement and employees. 

Unnecessary charts and graphs. (These 
were not identified. ) 

Editorial comments on politics, na- 
tional affairs, etc. 


Various individual comments suggested 
other features of corporate reporting as 
those having little professional interest. 
Those named included: 


Overelaborate printing and _illustra- 
tion. 

Statements and graphics used to em- 
phasize the number of corporate stock- 


tant. Those named which were not selected holders, their geographic distribution 
with sufficient frequency to justify their in- a ila ; ? 


: : : : etc. 
clusion with the items above included: 


Financial statements in form and de- 
tail comparable to those prescribed by the 
Securities and Exchange Commission for 
registered companies. 

Complete statements of all surplus 
charges and credits. 

The more detailed analysis of financial 
data on a per share basis. 

The display of more complete operating 
and other ratios. 

Statements of the source and applica- 
tion of working capital. 

Detailed statements and explanations 
of reserve charges and credits. 

The complete presentation and analysis 
of tax data. 

Summaries of cash receipts and dis- 
bursements or explanations of significant 
expenditures not revealed by the financial 
statements. 

More complete information relative to 
labor costs. 

Statements explaining pension and 
bonus plans. 

Information relative to subsidiaries 
which were or were not consolidated. 

Statements of valuation policies or pro- 
cedures. 

Careful typography, particularly in the 
preparation of financial statements to 


Financial statements and explanations 
emphasizing minor corporate activities. 

Comments and forecasts suggesting 
visionary appraisals of future business 
opportunities and potentialities. 

Textual statements which only repeat 
information more readily available in the 
financial statements. 

Statements of income which report 
gross profit results without reporting 
sales and cost of sales data. 

Obituaries. 


INDUSTRY REPORTS 


HE responses relating to the special in- 

formation which is of importance to the 
investor studying the corporate report in re- 
lation to an industry group suggest the wide 
range of professional interest. Varied data 
were considered as being important. In the 
list below, only those more commonly named 
in reference to the particular industry are 
reported. 


Transportation: 


Statistical data showing, by classifica- 
tion, freight and passenger traffic rev- 
enues. 

Information relative to the age of the 
corporate property and equipment. 

Analysis of tax costs. 





Public Utilities: 


Original cost data. 

Information concerning the company’s 
rate structure. 

Reports of significant regulatory de- 
crees, decisions, etc. 

Detailed analysis of depreciation and 
maintenance charges and costs. 
vaxtractive Industries: 

Data and textual statements relative to 
the company’s resource reserves. 

Statements and explanations of deple- 
tion policies and procedures. 

Extensive unit cost data and their an- 
alysis. 

Construction: 

Analysis of sales data to indicate pub- 
lic or private, industrial or residential, 
domestic or foreign revenues. 

Data on contracts in process and un- 
completed. 

Statements and data on labor costs. 


Food: 

Analysis of sales data to indicate rev- 
enues from various departmental or prod- 
uct divisions. 


-Daoston 
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Statements concerning new-product de- 
velopment and research. 

Statements and explanations of adver- 
tising expenditures, policies, and pro- 
grams. 


Chemicals: 


Analysis of sales data to indicate re- 
sults from various divisional operations 
or product departments. 

Data relative to research and new- 
product developments. 

The identification and description of 
the company’s products and their uses in 
non-technical terms. 


Metal Manufacturing: 


Analysis of sales data to indicate rev- 
enues from the various products or divi- 
sions of the company. 

New-product developments. 

Data to indicate the capacity of the 
company and the industry and the extent 
of idle capacity, if any. 


Machinery: 


Analysis of sales data to show revenues 
from various departments or divisions. 
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Statements explaining the development 
of new processes or products. 

Data and statements relative to pat- 
ents, secret processes, etc. 


THE BETTER MODERN REPORTS 


ROM another view, these opinions are 

revealed in the selection of reports 
chosen by the professional investors as be- 
ing the most currently useful for investment 
analysis, for the translation of the role 
played by Capital in modern business into 
popularly understandable form, and for an 
attractive, appealing presentation of the 
drama and social usefulness of industry. 
The companies whose annual reports were 
most frequently named as best serving those 
ends were: 


For investment analysis: 
Caterpillar Tractor Company 
Chesapeake and Ohio Railway 
E. I. Dupont de Nemours and Company 
General Motors Corporation 
Standard Oil Company (Ohio) 


United States Steel Corporation 
Westinghouse Electric 


Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 
since 1886 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURG 


MEMBER FEDERAL INSURANCE DEPOBIT CORP. 
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For understandable form: 


The Borden Company 

General Foods Corporation 

General Mills Incorporated 

General Motors Corporation 
Standard Oil Company (New Jersey) 
United States Steel Corporation 


For presenting the drama of industry: 


Caterpillar Tractor Company 
Chesapeake and Ohio Railway 
Eastman Kodak Company 
General Motors Corporation 
International Harvester Company 
Monsanto Chemical Company 
United States Steel Corporation 
Westinghouse Electric 


The fact that the current annual reports 
of 83 other corporations were chosen for 
one or more of these roles suggests the care- 
ful thought being given to adequate annual 
reporting by corporate maangement. 


CONCLUSION : 
T is evident from even a cursory review 
of the replies received that the profes- 
sional investor is most interested 1n the cor- 
porate story as it is told in facts and figures. 
His interest is that of one who determines 
the safety and profitability of his investment 
with the assistance of a careful analysis of 
the corporate financial data. From this 
view, the completeness of that data is im- 
portant—hence the emphasis upon more de- 
tailed analytical statements of income. 
Important, too, is the comparability of 
present financial condition and results with 
those of prior periods. It is evident fur- 
ther, that the professional investor looks to 
the future for the changing pattern of the 
company’s operations and its probable effect 
upon his investment return. This fact ex- 
plains the concerned interest directed to fac- 
tual statements explaining expenditures, 
policies, and programs for research and 
product development and to careful state- 
ments suggesting probable market trends. 
In all of this, the position of the profes- 
sional investor is not different from that of 
other interested readers of the annual cor- 
porate report. While he may be less inter- 
ested in the human interest appeals of pic- 
tures, the arresting colors and text, and the 
simplified stories told by charts and graphs, 
he, like other owners, must be primarily con- 
cerned with the corporate report as it is 
fully made in the financial and other statis- 
tical statements. 









WHAT CAN YOUR 


Mynuadl Teepword 


REALLY DO FOR YOU? 


You can gain many definite and tangible advantages for your corporation by publish- 
ing an annual report that will be read and understood. Properly conceived and 
attractively designed, it should: 


1 Increase the confidence of the stockholder in 3 Afford you an opportunity of telling what 
the management and interest him in pro- you have accomplished, what you plan and 
moting company’s products and services. what you stand for. 


2. Be a means of attracting new shareholders, 4. Enable your company to obtain better terms 

since banks, rating agencies and investment when undertaking financing, either for ex- 
advisers serving potential investors rely heavily pansion, refunding or, in the case of closely held 
on your official communique—your annual report. corporations, for partial sale of ownership. 


We have been privileged to assist in the preparation of the annual reports of nationally 
known corporations, both large and small. Out of this experience and from our back- 
ground in the field of finance and public relations, we can create for you a truly effec- 
tive report—one that will be not merely an array of figures but one that will emphasize 
the significant phase of your operations—one which will implement your every day 
efforts and be your corporate show window. 

We would welcome the opportunity of demonstrating how we can make your 
annual report for 1945 do justice to your company and its management. May we sug- 
gest a preliminary discussion now? No obligation is entailed. 


ALBERT FRANK-GUENTHER LAW 


INCORPORATED 


Advertising and Public Relations 


131 Cedar Street, New York 6 
PHILADELPHIA ° CHICAGO od SAN FRANCISCO 
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— THE CAPITALABOR TEAM — 


Under this heading, we are from time to time reporting and dis- 
cussing developments which have promoted, or promise to promote, the 


mutual welfare of employees, 


employers and those who 


provide the 


capital tools with which they work.—Editor’s Note. 


WHAT THE EMPLOYEE READS 


Two recent surveys indicate the great em- 
ployee-interest in the human interest stories 
of business and its personnel. A survey of 
reader interest in the Synchroscope of the 
Detroit Edison Company and the poll conduct- 
ed by the New York Central System of em- 
ployee interest in the Central Headlight reveal 
the important place occupied by employee pub- 
lications in maintaining and improving man- 
agement-capital-labor relations. 


The value of a publication in effectively tell- 
ing its story depends upon its acceptance by 
the reader and his family. Detroit Edison 
reports that 99% of its employees read the 
Synchroscope, that family reading is_ indi- 
cated as 86%, and that 58% of the readers read 
all of the material. 71% of the New York 
Central employees read the Central Headlight 
all of the time, 60% of the employee families 
read it, and 65% of the readers of the Head- 
light read it thoroughly. 


The surveys indicate comparable employee 


interest in the various features of the two 
publications. The Synchroscope report rated 
the type of article preferred in this order: 
Personality 48°, Company Business 41%, 
Electrical Industry 35%, Employees’ activities 
22%, Inventions 20%, Operating Equipment 
19%, Travel 11%, and Hobbies 11%. A sim- 
ilar evaluation of employee interest is suggest- 
ed by the Central Headlight poll. Of New 
York Central readers, 77% were “very much 
interested” in news of company employees in 
military service and 75% were “very much in- 
terested” in pictures of (58% in articles on) 
the company equipment and facilities. Other 
evidence of “very much interested” is reported 
for: Articles on the railroad industry 71%, 
Pictures of employee group activities 48%, 
Editorials 57%, and Letters from the readers 
45%. 

PROFIT SHARING AT SKILSAW, INC. 

The Plan as originally drawn, called for 
$100,000 of earnings before taxes as the base 
figure before any contributions to the Fund 
were to be made. At the request of the Treas- 
ury Department, the $100,000 base figure was 
removed and the formula now reads “the com- 
pany agrees to pay over to the Trustees, an 
amount of the company’s contribution for the 
calendar year based on the following formula: 


2% of the first $100,000 of profits 

3% of the second $100,000 of profits 

7%% of the next $100,000 of profits 

10% of the next $200,000 of profits 

12%% of the next $400,000 of profits 

15% of all profits thereafter, 
provided, however that the company sha!l not 
make any contribution in any year in excess 
of an amount which will reduce the profits 
after said contribution and after all Federal 
corporation income and declared value excess 
profits taxes, Federal corporation excess profits 
taxes, and/or such other Federal taxes how- 
ever denominated as may from time to time 
be levied or imposed upon income, to profits 
of less than 20% of the net worth of the com- 
pany as of December 31st of the year preced- 
ing the year for which said contribution is 
to be made, and provided further, that the 
Company shall not be required to make con- 
tributions of any sums which at the time of 
making the contributions would not be proper 
ceductions from the gross income of the Com- 
pany in computing its Federal or State taxes 
on income under present or future legislation 
relating to plans of this or similar nature.” 
The Continental Illinois National Bank and 
Trust Company of Chicago acts as agent for 
the trustees of the Fund. 


WAGE DIVIDEND RELATED TO 
STOCKHOLDER DIVIDEND 


In 1912 the “wage-dividend” plan was adopt- 
ed by the Company. Under this plan employ- 
ees receive in addition to their regular wages, 
an annual lump-sum payment based on their 
earnings for the previous five vears and on 
the amount of dividends over $3.50 a share on 
the common stock during the previous year. 

All employees, except those specifically em- 
ployed for only part-time work, are eligible 
to participate, provided they worked all or any 
part of at least 26 different weeks in the pre- 
ceding calendar year and have remained con- 
tinuously in the employ of the Company. 

The formula according to which the wage 
dividend is paid is briefly this: For each dollar 
by which dividends declared on the common 
stock during the preceding calendar year ex- 
ceeded $3.50 a share, the wage-dividend rate 
is % of 1 per cent (.005) of the salaries or 
wages received by qualified employees within 
the five calendar years immediately preceding 
the date of payment. 

—From Employees’ Guidebook, Eastman 
Kodak Company, Rochester, N. Y. 





Corporation Keporting a y Enterprise 


Comments from Correspondents 


INVESTORS’ KNOWLEDGE OF CAPITAL 


We have a little comment to add to what 
you say and believe that you are doing a 
worthwhile job in calling this (Reporting 
for the Stewardship of Capital) to man- 
agement’s attention. We, ourselves, as ad- 
vertisers can indirectly sell management or 
our company as a necessary part of the na- 
tional economy, but we can only do this in- 
directly and therefore can not specifically 
cover any of the points that you bring out 
in your brief. It seems to us the most fer- 
tile field for expression of your ideas are the 
investors themselves. I am sure we wou!d 
all find it interesting to discover what they 
themselves know about the value of capital, 
or for that matter, about our economy. As 
you mentioned, labor has done an outstand- 
ing job through the unions in education of 
their members. 

JOHNSON S. DAVIS, 
Director of Public Relations, 
Borg-Warner Corp. 
Chicago, Ill. 


MEANING OF ENTERPRISE 


I have read with interest and approval 
your leading editorial in the April issue en- 
titled “Capital.” In your next issue I would 
like to see an editorial on the meaning of 
free enterprise in a Representative Demo- 
cracy. 

A. WILLIS ROBERTSON, 

House of Representatives, 

Congress of the U. S. 
Washington, D. C. 


PUBLIC’S CONFIDENCE 


I was much interested to read the memor- 
andum which you attached. (Poor Relations 
or Public Relations?) There can be no 
doubt that industrial management is stead- 
ily becoming more aware of the need of tak- 
ing the general public into its confidence 
with respect to corporation matters which 
formerly were considered of interest only to 
stockholders and employees. 

CHESTER W. RUTH, 
Director of Advertising, 
Republic Steel Corp. 
Cleveland, Ohio 


ETERNAL TRIANGLE 


In late years more and more corporations 
have tried to tell the story of capital, the 
part and plight of the stockholder, and how 
“isosceles” is the eternal triangle cornered 
by the investor-owners, the workers and the 
consumers. Some of this has been long done 
but much of it is appearing belatedly—and 
getting it to the general public is so hard. 
As you say, annual statements lack reader 
interest, and regulatory inhibitions have not 
contributed to their dramatic appeal. 

LANE D. WEBBER, 
Vice President, 
Southern California Edison Co., Ltd. 
Los Angeles, Cal. 


PROFIT PHILOSOPHY 


We have read your enclosed editorial 
“Capital—Creator of the Arsenal of Demo- 
cracy” with interest and find it a clear state- 
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ment of the profit system philosophy. The 
problem of how to reach the every-day man 
and woman, particularly the type developed 
by our industrial economy (as contrasted 
with the rural or land use economy), is one 
that baffles us. 
S. C. McCON AHEY, 
Vice President & Treasurer, 
Westinghouse Air Brake Co. 
Pittsburgh, Pa. 


CASE OF STOCKHOLDERS 


Thank you for inviting our comments on 
your brief “What’s the Use of Capital?” 
Your reasoning in this brief is very good. I 
think we all recognize that business and in- 
dustry have been somewhat weak in pre- 
senting the case of the stockholder. It is 
obvious also that many corporations have 
been deficient in modernizing their annual 
reports to employees in interesting fashion 
to present the complete front of corporation 
activity. On the other hand, there are nu- 
merous companies which have tried very 
hard to improve reports to stockholders and 
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have adopted also the expedient of retreat- 
ing these reports in simple terms for reports 
to employees. The one field left open is the 
general public for the distribution of annual 
reports is of necessity limited and corpora- 
tions must rely on the interest of the Ameri- 
can press in abstracting them for public con- 
sumption. 

It is true that little use has been made of 
advertising in reflecting the subject matter 
of annual reports and the interest and place 
of the stockholder in our economic system. 
The difficulty here lies in the fact that corpo- 
rations have much to achieve in advertising 
and are inclined to devote their budgets of 
money and advertising space to production 
advertising and to institutional work. Per- 
haps, as you suggest, some segment of ad- 
vertising budgets might be used in a careful 
job of education of the public along the lines 
of your brief. 

AVERY McBEE, 
Director of Public Relations, 
The Glenn L. Martin Co. 


Baltimore, Md. 


How Much Profit in Business ? 


The Second (1944) Farm Opinion Survey 
made by the Agricultural Committee of the As- 
sociation of National Advertisers provides an- 
other clue to the extent of the popular miscon- 
ceptions concerning the profits earned by pri- 
vate enterprise. Replies to questions relating 
to what profit industry is making in wartime 
and what profits should be earned reveal that 
farmers are of the opinion that industry’s 


FARMERS’ OPINION 
AVERAGE PERCENT PROFIT 


“bbb555d55i 
“55d 


each symbol represents 5% 


Industry 
is Making 


Industry 
Should Make 


average profit is 37% and that its average 
should be 15% — the average farm earnings 
disclosed by the U. of Illinois 1943 survey. 


Other responses suggest that farmers believe 
from reading large total dividend figures, that 
manufacturers make too much profit, 49% re- 
plying that there is “too much profit”; 24% 
a “fair profit”; and 1% “too little profit.” They 
agree (86%) that farming will not prosper 


unless business does, but strangely enough, the 
more prosperous farmers are most definite 
(54%) in claiming that business makes too 
much profit. 


A coincidental A. N. A. tabulation shows a 
comparison of farmer-worker opinions on pro- 
fit earnings as follows: 


Too 
Little 
Profit 


Don't 
Know 


Fair 
Profit 


Too Much 
Profit 
White-Collar 
Workers . 
Factory 
Workers 
Farm 
Workers 
Other 
Workers 


*Less than one-half percent. 


(1,082) 41% 42% 3% 14% 


......(568) 44 38 ar 
......(428) 49 30 21 


(200) 49 29 22 


Dividends paid to American policyholders by 
life insurance companies in the first half of 
this year totalled approximately $235,000,000, 
it was reported by the Institute of Life Insur- 
ance. This is $12,000,000 more than the div- 
idend payments in the first half of last year. 





TEMPORARY UNEMPLOYMENT 


HE end of the Japanese War necessar- 
Tiy has resulted in major changes in eco- 
nomic activity. War production, which was 
at the rate of $60,000,000,000 annually, is 
being almost completely eliminated. Short- 
ages of materials are rapidly becoming con- 
verted into surpluses. From a tight labor 
market we are rapidly shifting to one in 
which unemployment is again becoming a 
problem. War Mobilization and Reconver- 
sion Director Snyder has estimated that by 
next spring there would be some 8,000,000 
people unemployed. This large volume of 
unemployment, which inevitably is attend- 
ing the transition back to a peacetime econ- 
omy, has created considerable concern in 
many quarters. The spectre of large-scale 
unemployment which was so seriously a 
problem during the 1930’s, is rising once 
more in the minds of many workers, busi- 
nessmen and government officials. 


An analysis of the available facts indi- 
cates that the significance of this develop- 
ment is being overmagnified. A Jarge part 
of the reconversion unemployment has de- 
veloped because of the time it takes to con- 
vert the former war plants to civilian pro- 
duction. Automobiles and automobile sup- 
plies are the key industries since a large 
part of the temporary unemployment will 
exist in that area. It will take some time to 
achieve capacity production of automobiles. 
But full operations seem assured for several 
years to come. This becomes clear when the 
large number of scrapped cars and the con- 
dition of the automobiles on the road today 
are examined. From 1941 to date about 6,- 
000,000 cars have been scrapped. Prac- 
tically all former car owners will be inter- 
ested in obtaining new cars. More than half 
of the remaining 22,000,000 cars are over 
eight years old and hence may be considered 
ready for the junk heap. This enormous 
potential demand may be compared with a 
maximum anticipated annual production of 
5 or 6 million passenger cars. 


But the question may be raised: with up 
to 8,000,000 people unemployed and many 
others fearful of the economic outlook, will 
there be a market for all the cars produced? 
The answer is emphatically yes. Individuals 
have accumulated more than 125 billion dol- 
lars during the war years in many cases be- 
cause they couldn’t buy cars and other dur- 
able goods. Despite the unemployment, 
there will still be almost 50,000,000 people 


at work and this group will have enormous 
deferred demands. 


Businesses are faced with the enormous 
task of making up for wartime inadequacy 
of maintenance — and they have billions of 
wartime savings to finance their needs. 


Billions of dollars of products will be re- 
quired to rehabilitate and reconstruct for- 
eign economies devastated by the war. This 
demand, too, will provide jobs here. 


The net conclusion to be drawn is clear. 
Temporary unemployment will be with us 
during the next few months. But a major 
part of this total will go back to work 
promptly as one industry after another re- 
converts. Some pools of unemployment seem 
unavoidable, particularly in war boom 
towns. But these will be the exception, not 
the rule. Business planning, therefore, 
must be geared to this expanding civilian 
market rather than drawn in by a fear of a 
deflation spiral which will not develop in the 
next two or three years. 





BANKING 
SAFE DEPOSIT 


PERSONAL 


TRUST DEPARTMENT 


ESTABLISHED 1855 


THE SECOND NATIONAL BANK 


OF NEW HAVEN 
NEw HAVEN, CONNECTICUT 





LRUSTS and ESTATES—Septemb r 1945 


UNEMPLOYMENT COMPENSATION 


N his program of “must” legislation 

President Truman has included the pas- 
sage of the Kilgore Bill providing for un- 
employment insurance of $25 a week for 26 
weeks. Serious legal and economic ques- 
tions have been raised concerning this pro- 
posed legislation. It has been contended 
that under the laws of 40 states the amount 
contributed by the federal government 
would have to be deducted from the state 
payments so that there would be no net in- 
crease in the amount received by the unem- 
ployed. The Senate committee is conduct- 
ing a survey of the state laws in order to 
determine the accuracy of this objection. 


There are several fundamental economic 
objections to this proposal for uniform un- 
employment insurance benefits throughout 
the country and to the rates proposed. The 
benefit payments vary now between states. 
A major consideration in these variations is 
the difference in living standards or costs 
throughout the country. While $20 or $25 
a week may appear to be a moderate pay- 
ment in a large industrial city, it is a very 
substantial income in many small and rural 
communities. Moreover, there is implicit 
in this whole discussion the assumption that 
the unemployment insurance rates are low 
and that the duration of payments is short 
for a majority of the workers. In this con- 
nection the Social Security Bulletin, official 
organ of the Federal Social Security Board, 
in its July issue reports: 

“When the States are weighted by the 
number of covered workers, the improve- 
ments which have been made in the program 
are impressive. For example, the maximum 
weekly benefit amount is $20 or more in 
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States with 78 per cent of the covered work- 
ers; the maximum duration of benefits cov- 
ers twenty weeks or more of total unemploy- 
ment in States with 80 per cent of the cov- 
ered workers; the maximum potential bene- 
fits in a benefit year are $396 or more in 
States with 75 per cent of the covered work- 
ers.” 


In other words, approximately four-fifths 
of the covered workers receive maximum 
benefits of $20 or more a week for a period 
of twenty weeks or longer. The major ef- 
fect of increasing the rate throughout the 
country to a maximum of $25 weekly, there- 
fore, will be to increase compensation only 
moderately in the industrial areas where the 
need may be most acute and to increase it 
substantially in rural areas where the need 
may be smaller. 


In one respect, however, the present law 
should be promptly modified. There are 
many workers who are not covered by un- 
employment insurance. Difficulties arise 
particularly for workers who were employed 
in federal shipyards and other government- 
owned plants during the war and who, 
therefore, are not covered by unemployment 
insurance, while their neighbors working in 
privately-owned plants are covered. Spec- 
ial provision should be made promptly to 
protect these uncovered workers. 


Finally, in considering this question of 
unemployment insurance it is vitally impor- 
tant that rates should not be set at a level 
which will impair the incentive to work. We 
are already witnessing a reluctance on the 
part of some workers who have lost their 
wartime jobs to accept jobs at lower wages. 
The establishment of unemployment insur- 
ance at rates which are too high would ac- 
centuate this tendency since these workers 
would then be faced with the question of 
whether they should receive $25 a week for 
26 weeks without working or receive, say, 
$30 or $35 for working. To many workers, 
the former will be the more attractive alter- 
native. Under these conditions industries 
in which productivity is relatively low will 
find it necessary to pay substantially higher 
wages and to raise their prices accordingly. 
Alternatively, they will fail to obtain the 
necessary number of workers, or be forced 
to accept a narrowing of profit margins with 
the consequent adverse effect upon the in- 
centive to produce. 





GOVERNMENT SPENDING 


OW that the war is over, Government 

spending is declining rapidly. How- 
ever, it will probably be a year and a half to 
two years before the cost of liquidating the 
war effort has been reduced to a minor part 
of the national budget. The revised budget 
estimates made available after the capitula- 





Nation’s Expenses Now and 
Coming 


Receipts and Expenditures (excluding Trust 
and Debt Transactions) 


Receipts 


Items $1945 +1946 *Current 
General and special 


accounts (net) _.$ 46.5 $ 39.0 $ 36.0 


Expenditures 

War Activities 

General and special 
accounts 

Government corpor- 

ations (net) 5 i 5 


$ 90.0 $ 70.0 $ 51.0 


Total 
Aftermath of war 
(veterans, refunds, 
and interest on the 
public debt) . 9.6 
International finance 2.3 


$ 90.5 $ 70.0 $ 50.5 


Other Expenditures 
General and special 
accounts 3.0 3.4 
Government corpor- 
ations and credit 
agencies (net) 38 A 


$100.1 $ 84.9 


The Public Debt 
Public debt at begin- 
ning of year $201.0 $258.7 


Total Expend. 


Excess of expend. 

over receipts ..$ 538.6 $ 45.9 
Change in cash bal... 4.5 —10.0 
Other borrowing 

requirements —.4 6 
Increase in public 

debt during year $ 57.7 $ 36.5 $ 14.2 
Publie debt at end of 

$258.7 $295.2 $272.9 


Current revision (V-J, mid-August). 71946; budget re- 
view Aug. 1, 1945 (one-front war). 41945 (actual). 


tion of Japan make this evident. Total 
spending during the current fiscal year 
which ends June 30, 1946, is expected to be 
$66,000,000,000 as compared with $100,000,- 
000,000 in the last fiscal year. Although 
spending on war activities is expected to be 
$39,000,000,000 less than last year, the cost 
of interest on the public debt, payments to 
veterans, and international financial obliga- 
tions such as Bretton Woods, will be more 
than $5,000,000,000 greater than last year. 
The end of the war also means a decline in 
Government revenues which are expected to 
be $36,000,000,000 as compared with $46,- 
500,000,000. Thus, despite the decline of 
war spending, current tax revenues will only 
cover about 55 per cent of the total spend- 
ing. The deficit during the current year is 
expected to be about $30,000,000,000 as com- 
pared with $53,600,000,000 last year. As of 
next June, the public debt will be $273,000,- 
000,000. If spending from here on is kept 
moderate, there is a possibility that the Gov- 
ernment debt will not rise to the $300,000,- 
000,000 mark. 


The huge Government spending noted 
above has important implications for the 
future volume of business activity and eco- 
nomic conditions in general. Funds in the 
hands of consumers will continue to exceed 
the available volume of. goods and services 
at current prices. The result will be con- 
tinued pressure for price advances. Al- 
though the inflationary pressure will be less 
than during the war years, taken together 
with the large accumulated savings of in- 
dividuals and business firms, it will remain 
a significant threat to economic stability. 
Certainly a deflationary spiral such as that 
feared by labor unions does not seem very 
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probable. On the contrary, large scale Gov- 
ernment spending will continue to exercise 
a stimulating influence on the economy al- 
though the magnitude of this stimulus will 
be smaller than during the war years. The 
large budgetary deficit also indicates why 
tax relief for individuals will be moderate, 
particularly if the goal of a balanced budget 
is to be achieved. It is also clear in light of 
government spending of this magnitude that 
large scale public works and other spending 
designed to achieve “full employment” will 
only aggravate the inflationary pressure. 
Hence the adoption of such schemes requires 
careful consideration. 


Long-Term Trend of 
Manufacturing Earnings 


National City Bank of New York, in its 
Bank Letter for August, presents detailed an- 
nual data showing the average rates of return 
on net worth of forty-five manufacturing in- 
dustry groups during the twenty-year period 
1925-44. These rates represent the percentage 
of net income after taxes to the book value 
of outstanding capital and surplus at the be- 
ginning of each year. 
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Bank's Right to Adequate Income 


The service of banks in converting the un- 
productive capital of individuals to productive 
capital for the community is an essential cog 
in the modern world economy and deserves both 
support and reward in the form of adequate 
interest earnings. This is the theme of a 
pamphlet issued privately by Donald Horne, 
New York attorney-at-law and tax counsel, 
entitled “Bank Functions and Their Relation to 
Earnings.” In discussing the economic use of 
banks and of profits and capital, Mr. Horne 
points out that capital must be placed in the 
hands of an artisan in the form of raw mate- 
rials or a tool or machine “whereby the in- 
come-producing capacity of one or more hu- 
mans is supplemented and thus increased.” 


The banks made larger profits than formerly 
due to the increased volume only. The banks’ 
proportionate returns on their investments (be- 
cause of lower interest rates) have been ab- 
normally low, Mr. Horne asserts. All but a 
modest fraction of the interest paid to banks 
by the public as borrowers is returned to the 
public as depositors in the form of interest 
on deposits and service on their checking ac- 
counts. A penalty to check bank earnings, as by 
further reduction of interest rates, would spell 
disaster to economic 
the author. 


progress, according to 


Trust service 


in Illinois 


) en trust companies and lawyers will find 


this more than half-century-old institution especially 


well equipped through long experience to assume the 


ancillary administration of trusts and estates in Illinois. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET—CHICAGO 





The Editor's 
Easy Chair 


In which we present pertinent 


observations and information in 


letters received from our readers. 


INSURANCE IN PROFIT-SHARING 


I have read with much interest the article 
appearing on page 125 of your August issue 
by Mr. MacNeill and entitled “Fashions in Em- 
ployee Benefit Planning.” ‘I am quite in ac- 
cord with Mr. MacNeill’s ideas. I do feel, 
though, that exception can be taken to his 
remark “I am somewhat lukewarm to the use 
of life insurance as the investment of a profit- 
sharing trust.” If Mr. MacNeill is thinking 
in terms of ordinary life insurance, then I am 
inclined to agree with him. However, it seems 
to me that the investment policies issued by 
the life insurance companies can have a very 
definite part in the portfolio of a profit-sharing 
trust. I do not mean to insinuate that these 
investment contracts should be the sole invest- 
ment of the profit-sharing trust, but I think 
they could well constitute a part of the port- 
folio. These investment contracts are not of 
an uncertain or speculative value. They are, 
in fact, very certain and definite, and offer 
many advantages. 


F. P. McGUIRE, 


Attorney, Connecticut General Life Ins. Co. 
Hartford, Conn. 


QUESTION BOX 


Might it not be a constructive idea to estab- 
lish a “Question Box” in the Magazine to which 
trust officials and others could send their prob- 
lems on trust administration and related mat- 
ters, with the hope that some readers would 
have a satisfactory solution from their exper- 
ience? These questions might well stimulate 
some interesting discussion. 


RUSSELL J. HOLDEN, 


First National Bank and Trust Co. 
Assistant Trust Officer, 


Pridgeport, Conn. 


Ed. Note: The idea is excellent. We invite 
readers to submit questions to this column. 


ESTATE INSOLVENCY 


You published in your July issue an arti- 
cle “Estate Insolvency” Caused by Business 
Ownership, in which the author suggests one 
of three methods to solve the problem: “A 
portion of family capital currently invested in 
the business might be replaced by public ¢ap- 
ital through issuing and selling preferred 
stock, or other forms of securities, to the pub- 
lic or to some other outside investor. This, of 
course, would provide liquid funds for the 
estate.” 

That is not so. Through issuing preferred 
stock, or other forms of securities, to the 
public or outside investors, all that can be 
accomplished is to get new, additional liquid 
funds for the corporation. It would not pro- 
vide liquid funds for the estate of the stock- 
holder. , 

In order to achieve the desired goal, it would 
be necessary that the corporation withdraws 
all or part of the stock owned by the stock- 
holder and then re-issue it; or replaces the 
cash paid to the stockholder by issuing pre- 
ferred stock, or another way of recapitaliza- 
tion. But the essential point is the withdrawal 
of the stockholder’s shares and its payment 
by the corporation. The mere issuing of pre- 
ferred stock or other securities could never 
replace the family capital. 


K. KAUFFMANN-GRINSTEAD, 
New York, N. Y. 


Editor’s Note: The article referred to was 
not intended to discuss the mechanics involved. 
One method contemplated by the author is: 
The stockholder exchanges his stock for new 
preferred and common stock and then sells the 
preferred to the “public.” The proceeds of 
such sale provide the stockholder — and his 
estate — with liquid funds. 


CUSTODY ACCOUNTS AND WILLS 


For some time we have been optimistic over 
the possibilities of expanding our business 
through Management Agency Accounts. We 
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refer to them as “Custodian Accounts with In- 
vestment Supervision.” We have entered into 
a number of accounts of this class in recent 
years and the best evidence that the service 
is not only needed in the community, but highly 
satisfactory, is the fact that to date not a sin- 
gle account of this nature has been terminated, 
other than by death of the principal. 

Most of the persons who have created such 
accounts with us have since made new wills 
in which this company has been named as 
either executor or co-executor. I believe that 
this must be attributed to the confidence 
brought about through the management ac- 
count, coupled with the new business literature 
that is sent by direct mail. 


J. WESLEY CLAMPITT, JR., 
Trust Officer, Union Trust Company 
Washington, D. C. 


—————0 


The Chase National Bank of the City of New 
York has been appointed registrar of the com- 
mon no par value stock of Hudson Motor Car 
Company. 
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Reading Habits 


Those inclined to scoff at the reading habits 
of people will be inclined to say most of these 
people missed the comics—and many did! We 
asked, “What two or three things in your news- 
papers have you missed most?” and here are 
the dozen answers given most frequently: 


Per Cent 

News (kind not specified) —....- 31.5 
War news, foreign news 26.5 
Comics 15.2 
Editorials 14.2 
12.0 

Advertisements, sales 11.3 
ee ee : _ 8.7 
Domestic news—local, political, 

government, ete. - 


~I 


ww an 
-~ 11 eS 


Business and finance - 

Entertainment features ee 
Magazine section, feature stories, ete. 
Front page, headlines - 


ELMO ROPER, reporting survey in N. Y. 
Tribune, following local newspaper strike. 


Herald 





PROVIDING INVESTMENT CAPITAL 


” The Pacific (oast States 


os the days of the colorful 
Forty-Niners, the Pacific Coast 
States have drawn heavily—both in 
opulation and financial resources— 
rom older sections to the east, for 
development of their natural ad- 
vantages. 

To the recognized attractions of 
climate, soil and location of these 
States has come, in recent years, rec- 
ognition of their great industrial 
potentialities—to meet expanding 
needs of their own population and 
those of new world markets to which 
they are a natural gateway. 

In this development, calling for 


expanded transportation, communi- 
cation and other utilities; for new 
and augmented manufacturing 
plants; for increase in modern roads, 
schools, and other municipal facili- 
ties, the investment banker has ren- 
dered a necessary and useful service. 


Long identified with Pacific Coast financing, 
Halsey, Stuart & Co. Inc. has participated 
as an original underwriter in approximately 
150 corporate and municipal bond issues 
from this section, totaling almost $1 billion 
—serving as intermediary between depend- 
able borrower and prudent buyer of invest- 
ment securities. 


HALSEY, STUART & CO. INc. 


CHICAGO 90, 123 S. LA SALLE STREET - 


NEW YORK 5, 35 WALL STREET 


AND OTHER PRINCIPAL CITIES 





SAY IT ISN’T SO! 


Remedy for Prevalent Apathy of Trust Prospects 


TOM COLLINS,* publicity director, and 
EARL W. DEPUTY, trust officer, 
City National Bank & Trust Co., Kansas City, Mo. 


HERE is an amaz- 

ing lack of logic in 
what motivates people 
to action. It is difficult 
for a straight thinking, 
planning man to under- 
stand why a majority 
of people act in the 
way they do. I read the 
other day in the news- 
paper about a fellow 
who hadn’t kissed his 
wife for five years and then shot another 
man who kissed her just once. 

Whether you like it or not a majority of 
people whose business you’d like to have are 
both ignorant of your services, have erron- 
eous beliefs about what you do and what 
you charge, or are just plain afraid of you. 
Men in the trust business seem at a loss to 
understand why it is so difficult to interest 
so many people in their own welfare. 

This perverse attitude of people isn’t pe- 
culiar to the trust business alone. Life in- 
surance folk have known it for a long time. 
It would seem natural that, since the ani- 
mals can understand that in seasons when 
you have plenty you put aside an excess for 
days when you have none, man would have 
this instinct too. 

No Secret to Psychologists 

ONE would think that life insurance com- 
panies would 
have only win- 
dows manned by 
clerks who would 
serve long lines 
of people as 
eager to pur- 
chase old age se- 
curity as cigar- 
ettes. Yet you 
know what a 
small percentage 
of life insurance 
is sold except by 
high pressure, 
personal sales 
technique. 


- 


TOM COLLINS 


* That Mr. Collins can size up public 
attitudes is proven by the fact that 
70 percent of his 
talks have been repeat performances. 
He was Sunday and Literary Editor 
of the Kansas City Journal for 15 
years, after service in the last war, 
and before taking his present post he 
was featured on a national radio hook- 
up which earned him the title of most 
humorous speaker in the Midwest. 


It is no secret to psy- 
chologists that human 
beings act by reasons 
motivated by the heart 
and emotions’ rather 
than the brain. Maybe 
that’s because by tape- 
measure it is less dis- 
tance from a man’s 
heart to his hip pocket 
than from his head to 
where he keeps money. 

Bankers and trust officers have awakened 
slowly to the fact that their profession is 
dependent on a thing surrounded by mys- 
tery, which in reality is quite simple — a 
thing called “public relations.” 

So now at this late date, many are 
alarmed over the small percentage of poten- 
tial business they are getting and amazed 
that these people do not beat a path to the 
trust departments and demand their services 
with all the eager frenzy of women storming 
a nylon counter. All of which attitude de- 
notes a high form of egotism. It’s a com- 
mon fallacy to assume that other people 
have the same interest in your business and 
your welfare that you have. It is a busy 
world and there is competition to a greater 
extent than ever before for the interest and 
time of people. 


Come Out of the Woods 


ONG ago dis- 
tributors of 
consumer goods 
found out the 
fallacy of that 
ancient bit of 
philosophy about 
the fellow with 
the better 
mousetrap being 
able to hide 
away in the 
woods and still 
do a brisk trade. 
They’ve. found 
out it simply 
isn’t so. That 


more than 4000 


EARL W. DEPUTY 
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while the fellow with that superior device 
sits in his wood-hidden house, he is apt to be 
pretty lonesome and also sadly overstocked 
with mousetraps, while some enterprising 
fellow with a good sense of public relations 
and a good advertising and sales talk, albeit 
with an inferior gadget for catching mice, 
is out on the road, with a ready smile and a 
good sign, selling his article hand over fist. 
People have no time to be delving into 
woods. 


That goes for toothpaste, mousetraps or 
trust services. And so, of recent years, peo- 
ple in banking, trust services, architecture 
and other professions have found that it’s 
high time they, as sellers, quit acting like 
buyers and expecting people to step up and 
demand their services just because they in 
their hearts know that what they sell is good 
for humanity. 


A Necessity with Luxury Flavor 


EOPLE never have acted for their own 

best interests without a good bit of com- 
pulsion or allurement, so why should trust 
departments consider theirs the exception to 
the rule? 


Established 1879 


SILO’S 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 
MRS. JAMES P. SILO 
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Trust services are in the same boat as are 
the services of insurance and many other 
companies. They have to be sold and sold 
hard with modern, attractive and alluring 
advertising appeals. People seldom have 
been known to like what benefits them. It’s 
always easier to sell a luxury than a sensible 
benefit. 

It’s not my purpose here to debate the 
policy of whether a trust department is bet- 
ter off with a few big accounts or a volume 
of small accounts or a good blend of both. 
My purpose is to point out that like the busi- 
ness of insurance or architecture the trust 
business needs to have its story told, plainly 
and often and by merchandising methods, if 
it wants to do any sort of volume business 
with the man of medium or small means. 

The average fellow today certainly be- 
lieves that, if he is building a home to cost 
less than $25,000, he neither needs nor can 
afford the services of an architect. He re- 
gards him as a useless middleman, a sort of 
leach who charges a terrible price for a ser- 
vice he can get for nothing out of any lum- 
ber dealer’s catalog. 


It’s What They Believe That Counts 


F course, that isn’t true, and the archi- 

tects are frantic over their failure to 
capture this volume business in smaller 
homes. In exactly the same way, the man 
of small estate believes that a fellow with 
less than a hundred thousand dollars has no 
business talking with a trustman. 

There is an old saying, “if you want to en- 
joy an orchard now, you must plant it a long 
time ago.” The trust business cannot ex- 
pect to overcome, with two newspaper ads 
and a circular, the accumulated misbeliefs of 
half a century. I grant you that the com- 
mon belief about you and your services is 
all wrong, but the importance is that it is a 
belief. It might just as well be so. Psy- 
chologists know that the majority of com- 
monly held beliefs are not true, yet some 
mighty important results come from these 
misbeliefs. 

Public relations, if neglected, can cause 
lots of woe. No matter how logical the deal 
or how beneficial the result, a cold, haughty 
or aloof manner can frighten the “yes” out 
of any potential customer. 


Is It “In the Bag’? 


HERE is an old story of a peddler who 
went to a local fair and came in at night 
and reported the visitors at the fair to be 
the toughest bunch of customers he ever had 
seen. Someone asked him to enlarge on his 





statement and tell in what way they ex- 
hibited such sales resistance. The peddler 
said—“I was at the fair all day with my 
wares in a bag over my back, and not one 
soul approached me and asked what I had in 
the bag.” 

Is that the way you’re trying to sell trust 
services, hiding them away in the bag of an 
office with a discreet sign reading “Trust 
Department?” A few smart and rich people 
will look you up and ask your services. The 
majority of the middle bracket folks won’t. 
They still believe your services are exclu- 
sively for the rich—the very rich—and all 
too few have even bothered to tell them dif- 
ferently. 


There need be no mystery to it. Sell the 
same way anything else is sold: Make the 
horse thirsty enough by suggestion and ex- 
planation and he will seek the trough you 
have pointed out in human terms and made 
easy of approach. 


The Power of Suggestion—and Figures 


EMEMBER the tale of the personnel 

officer who was hiring an office girl? 
Three applicants were interviewed. Of each 
the personnel man asked the question, 
“What does 2 and 2 make?” 


The first said the conventional ‘four.’ 
The second, fearing a trick, said “twenty- 
two.” The third said, “It could either be 
four or twenty-two.” The personnel man 
was delighted. “See what these answers 
show?” he crowed. “The first girl was rou- 
tine in her thinking, the second was unsure 
and suspicious and the third had imagina- 
tion and considered all sides of a question. 
Now which one would you choose?” 

“T’ll take the blonde with the Hollywood 
figure,” said the human boss. 


A man is sold an automobile by suggestion 
that he would enjoy its use, find it profitable 
to operate, over other forms of transporta- 
tion, and will raise his prestige with his 
neighbors and family. Human beings are 
motivated by certain impetus suggestions. 
The saving of money, the freedom from 
worry and the security of funds and welfare 
of self and family are all strong motives for 
action. So is the idea of funds for retire- 
ment or travel. The statement that “We 
have a trust department” and “We strive 
to please” or some other inaninity in an ad- 
vertisement over the signature of your 
bank’s name is a dessecration of good paper. 
About the only response it could provoke 
would be the discouraging “so what?” 


“T’ll take the blonde with the Hollywood figure” 





Once Upon a Time, but Not Now 


IVE a person reason enough and he’ll 

act. Surely you know plenty of reasons 
why plenty of people should purchase finan- 
cial protection today. 

Time was when if a banker or trustman 
wore a dignified enough costume and a 
“gates ajar” collar and didn’t jeopardize his 
dignity by snoring in church or playing 
penny ante with the Rotarians, a certain 
amount of business would come to him be- 
cause of his dignity alone. That time is 
over. Trust services will be sold the same 
way radios are sold—by presenting your 
story attractively, clearly and simply to cap- 
ture the imagination of the busy, fast living 
and frankly disinterested average prospect. 


And so, too many people don’t buy trust 
services because too few try very hard to 
interest them in wanting such services un- 
til they have evinced enough self impelled 
interest to walk in the door. 


We Can’t Rely on Nature 


S for the misunderstandings — whose 
fault are they? Knowing the truth 
about trust services isn’t a matter of in- 
stinct. No baby is born with a natural de- 
sire to put his money under the direction of 
a trustee when and if he gets an estate. In 
fact, his natural instincts may tend to dis- 
courage just that. The truths and services 
of the trust business must be taught and 
taught hard and well. 
Supposing you were called upon to set peo- 
ple right on some other very generally held 
fallacies. How would you go about disabus- 





TRUST 
PROMOTION 


“Of those who named us in wills 
last year, a substantial number 
have been on our mailing list for 
years. This confirms our convic- 
tion that our policy of a long- 
range, sustained program of 
direct-mail advertising is bearing 


fruit.” 


The secret of successful trust adver- 


tising? Plan wisely . . . use material 


prepared by an experienced organ- 
ization ... continue year after year, 
without interruption. 


Without obligation, request a mail- 
demonstration of the type of trust 
promotion program that is produc- 
ing profitable results for many 


banks. 


he DUNE how 


Headquarters for Trust Advertising 


CHATTANOOGA, TENNESSEE 
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ing people’s minds of the belief that os- 
triches hide their heads in holes in the sand, 
that bulls are made mad at the sight of the 
color red, that when you drown you always 
go down three times before you stay down, 
that ministers’ sons tend to turn out badly, 
that women have less mechanical skill than 
men, that the ability to think declines after 
the peak of learning skill at 21 years of age, 
that the way to remember anything is to try 
hard to recall it — and a thousand other 
popular beliefs that just are not so? 


Business from a Busy World 


SYCHOLOGISTS say that the popular 

beliefs almost always are not true. 
Would you just sit in your office and mutter 
into your papers that people ought to realize 
the truths about these things? Wouldn’t 
you set about to utilize some of the tried and 
tested methods and media for carrying ideas 
to people, busy folk who aren’t much inter- 
ested until you awaken an interest within 
their minds? You know you would. 

Why is it undignified to use newspaper 
space and radio time and car cards and bill- 
boards and signboards to sell to people the 
multitude of benefits from trust services? 
Why must it be done in a manner suggestive 
of a bored undertaker? First, busy atten- 
tion must be attracted and fixed on the mes- 
sage you want to sell. And that message 
had better be brief, pointed to their self-in- 
terest and unusual enough in its presenta- 
tion to be remembered and cause an over- 
coming of prejudice and inertia. 

Personality can discount a lot of charts 
and a human touch can sell trust services 
and modern advertising methods can sell ig- 
norant or apathetic people the initiative of 
doing what they should do about their es- 
tates. It seems to us high time that trust 
officers quit acting like buyers when they 
have something so useful to sell. 


Chicago Life Council Elects Kitchell 


Howell Kitchell, vice president of Continental 
Illinois National Bank, was elected president 
of the Chicago Life Insurance and Trust Coun- 
cil recently, and others elected were: Earl M. 
Schwemm (C.L.U. agency manager of Great- 
West Life Insurance Co.) vice president; J. L. 
Chapman (trust officer of City National Bank 
& Trust Co.) treasurer; Walter N. Hiller 
(C.L.U. Penn Mutual Life Insurance Co.) secre- 
tary. 





SELF-PERPETUATING PENSION PLANS 


Use of Key-Man Insurance Broadens Field for Employee 
Benefit Programs 


JAMES JOSEPH ROBINSON, C.L.U. 
Pension Consultant, New York City 


ANAGERS of American industry who 

have prudently hesitated to rush into 
retirement plans for employees, until taxes 
and prices in this market-place were stabil- 
ized, can take action now with safety. The 
U. S. Treasury Department has issued a 
Bulletin clarifying tests and methods, illus- 
trating the concepts of pension planning and 
actuarial computations which, if carefully 
followed, it is now presumed, will give 
greater assurance of the acceptance of the 
plan by the Bureau as a qualified “Pension, 
Profit Sharing or Annuity Plan for the ex- 
clusive benefit of employees” under Section 
23(p)-1 (A) and (B)—with particular ref- 
erence to the methods of computation under 
(i), (ii) and (iii) of this section and em- 
bracing, in particular, the benefits and cost 
of benefits for the top twenty-five partici- 
pating employees. 

Employers before proceeding may need 
now only determine that experienced pen- 
sion counsel sufficiently understand, and will 
correctly implement, this new set of blue- 
prints in the Bulletin. The new Bulletin will 
relieve the Bureau of the affliction of writ- 
ing specific directives for each plan that 
comes within its purview: it is contemplated 
that henceforth the Bureau will simply point 
to dis-harmonies with the terms laid down 
in the Bulletin and either approve or dis- 
approve the plan submitted. 


Covering Highest Paid Employees 


O date, the majority of Bureau direc- 

tives for amendments to pension plans 
have based their objections upon the gener- 
osity of pension payments to the highly paid 
executives of the employing company. Many 
employers and their attorneys had thought 
(until recently) that their pension cost 
troubles were finished upon receipt of the 
“qualifying letter” from the Bureau. How- 
ever, it develops that the Field Auditor of 
the local revenue agency, upon reviewing 
the employer’s tax return, may object to 
costs of benefits to the highly paid employ- 
ees on the grounds that such costs constitute 
deferred payments of taxable wages to em- 
ployees. When added to actually paid cur- 


rent salary, these costs may be considered 
in total to be unreasonable compensation to 
the employee participants and not deductible 
under Section 22(a) of the Code as reason- 
able business expenses. 


An experienced consultant may advise the 
employer to amend his plan to meet the ob- 
jections of the Revenue Agent and take an- 
other tack to attain his objectives, perhaps 
as follows: 


From the twenty-five highest paid em- 
ployees of the corporation, designate certain 
employees as Key Men, whose loss would 
hamper the continuous flow of the business 
of the employer, i.e., continuous profit mak- 
ing. Insure these men for reasonable 
amounts (pay current tax on the premiums) 
payable to the employer at the death of the 
Key Men. The proceeds on death enter the 
assets of the employer tax-free. 


One of three things will happen eventual- 
ly: 


1. The Key Man will sever connections 
with the employer. 

2. He will reach retirement age. 

3. He will die. 


Further exploration of these contingencies 
will follow. 


Building Reserves 


IRST, however, what advantages has 

the employer prior to the three occur- 
rences above? An employer whose financial 
surplus is considered sufficient for his neces- 
sary business purposes is required to dis- 
burse his current net earnings as dividends 
to shareholders. Failing that, the employer 
risks a penalty tax for unreasonably ac- 
cumulating surplus to protect shareholders 
from high current income taxes. 

The Revenue Code, however, provides for 
retention of current earnings by employers 
to establish necessary reserves, which may 
be partly in life insurance, protecting the 
lives of valued (profit-making) employees. 
Cash values of such policies are then carried 
as (reserve) assets of the employer for tax 
purposes. Such cash values may be bor- 
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rowed at any time by the employer or hypo- 
thecated for a business loan. Thus a far- 
sighted employer planning post-war expan- 
sion may safely count on indemnification for 
the temporary loss of profits through the 
death of a key employee and at the same 
time lay up additional assets (loan values of 
policies) for post-war expansion. 


Death and Severance Benefits 


F a Key man dies, it has been established! 

that an employer may make reasonable 
payments to the Key Man’s widow for two or 
three years. Funds for this purpose would 
be available to the corporation out of death 
benefits on the Key Man’s life. The employ- 
er could consider such serial or lump-sum 
payments to a widow as reasonable business 
expenses and deductible for tax purposes. 
The widow may or may not be subject to in- 
come taxes depending upon whether pay- 
ments are considered post-mortem salary or 
gratuities. The Tax Court has held that, 
under reasonable circumstances, payments 
to a widow of a corporate officer over a pe- 


1. Winderle v. McCaughm, (DC) 38 (2d) 258—I. T. 454 
—Deferred Payments. 





ThE 
AV) RUAN 
APPR AISAY 


~ Maa Ny: 


TRUSTS and ESTATES—September 1945 


riod of twenty-five years, or her lifetime, 
whichever was the shorter, were deductible 
as a business expense.? On the other hand, 
the employer may elect to retain the full 
death benefit for current business purposes, 
considering such receipts as indemnification 
for the loss of the valued employee, and 
make no payments to the widow. 


If the Key Man severs connections with 
the employer, he may negotiate to purchase 
the policy from the employer for the pre- 
miums paid, minus any dividends earned, or 
for the cash value or for any other mutually 
acceptable consideration. The employer, 
however, may elect to retain and continue 
the policy as an investment for purposes of 
reserve accumulation, as described above; 
and may receive the death benefits as a tax- 
free increase of his assets. The employer, 
in this instance, may also at any time bor- 
row the cash value or hypothecate the policy 
for a business loan. The employer may also, 
upon securing the services of a new em- 
ployee to replace the severed Key Man, as- 
sign or give the policy to the new employee 
as a bonus, for example, when a formal em- 
ployment contract is entered into. 


Retirement Program 


F the Key Man retires, it would be feas- 

ible for the employer to begin immediate- 
ly to receive payments under the terms of 
the policy, and in turn make payments to the 
Key Man. Neither the Key Man nor the em- 
ployer might wish to cash in the policy for 
its lump-sum cash value, for either would be 
subject to taxes. The employer, however, 
could elect to receive the cash value in in- 
stallments measured by the lifetime of the 
employee, with a certain number of pay- 
ments guaranteed. The employer could, in 
turn, make similar, less, or greater pay- 
ments to the employee throughout his life- 
time; or for an agreed number of years; or 
simply within its convenience.* 


The illustration in this article contem- 
plates a pension to a Key Man in addition to 
that received as a participant in the employ- 
er’s pension plan. The illustration is, how- 
ever, just as effective if employed without 
an accompanying pension plan. 


2. H. T. Cushman Mfg. Co., T.B.R., Nov. 8, 1943. 


3. For example, an employer who wished to control a 
retired key employee for purposes of protecting 
business secrets from its competitors, might pro- 
vide that pension payments to the employee would 
be stopped if it were established that such retired 
employee had divulged business secrets of the em- 
ployer. 





It should be understood that the employer 
receives the installment payments as an an- 
nuitant and, therefore, is taxed as such, i.e., 
each installment payment is taxable to the 
extent of 3% of the cost of the policy, the 
excess over 3% being tax-free income to the 
employer until the full cost is recovered. 
Thus for approximately thirty years,* such 
annuity income to the corporation would of- 
fer attractive tax advantages. 


The employer’s payments to the employee 
may be contemplated as distributions of sal- 
ary withheld during the employee’s years of 
production, deductible by the employer and 
taxable as income to the retired employee. 


Values to Employer and Employee 


SUMMARY of advantages to employer 
and employee follows: 


For the employer: 


1. The employer may install a pension or 
profit sharing plan and provide additional 
retirement pension benefits for key employ- 
ees. 

2. The employer may elect to install no 
pension or profit sharing plan and provide 
pensions for key employees under the corpo- 
rate reserves accumulation insurance plan. 


3. The employer may increase his re- 
serves despite a full surplus (the cost of 
policies for increasing reserves must not be 
unreasonable in the light of the company’s 
current circumstances and the accepted in- 
dustrial life value of the key employees. ) 

4. The employer may borrow on the poli- 
cies. 

5. The employer may ensure against the 
temporary or total loss of profits through 
the death of key men. 

6. The employer may avoid difficulties 
with revenue agents concerning the reason- 
ableness of pension deposits plus salaries of 
participating executives. 

7. The employer may provide for his em- 
ployees against all the major contingencies 
of life: some support in unemployment; sup- 
port in old age and family provision after 
death. 


8. Post-war expansion funds may be ac- 
cumulated in the reserves. 


9. The same insurance which provided 
tax-free reserves during the Key Man’s life- 


4. Ten or twenty years can be guaranteed by the in- 
surance company and in any event payments would 
continue throughout the employee’s lifetime. 
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time also provides at his death tax-free ad- 
dition to assets. 

10. Key Man’s death supplies immediate 
cash (from insurance company) to attract 
replacement. 

11. Employer may render his employee’s 
retirement plan self-perpetuating. 


For the employee: 


1. Old age security is guaranteed whether 
a formal pension plan exists or not. 

2. Employee’s family is protected by a 
portion of the insurance on his own life. 
This reduces his obligation to buy insurance 
himself. 

3. Employee’s job is more secure if his 
employer has laid aside additional reserves 
for expanding his business. 

4. Employee is protected against layoffs 
in slack work periods due to reduced profits 
resulting from death of key men. 

5. Employee may expect that raises in 
salary will not be opposed as there will be no 
questionable amounts of deposits into the 
existing pension plan. 
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6. Employee may look to the employer’s 
pension plan and additional financial re- 
serves for assistance in case of unemploy- 
ment. 

7. Employer may not be able to raise the 
salary of the employee and may make a con- 
tract to pay certain sums when able, even 
if after death of employee. 

8. Key employee may feel safer buying 
shares and remaining with employer even if 
at lower salary than obtainable elsewhere if 
employer shows he is making every effort to 
capitalize available values toward greater 
business objectives. 


Self-Perpetuation of Plans 


ELF-PERPETUATING pension plans 

can be achieved only if financial gears in 
the retirement plan are devised to conduce 
thrift and redeposits to the pension trust. 
Thus if the initial computation of a pension 
plan (whether self-administered or insured ) 
is conservative and its factors so devised 
that redeposits result when employees sever, 
and refunds come in when employees die, 
then self-perpetuation is on the way. And 
if, in addition, the source of the core of bulk 
deposits into the trust (i.e., the life values 
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of key employees) is capitalized, underwrit- 
ten and thus perpetuated, then the resulting 
employees’ benefit or retirement plan will be 
as near self-propelled and as close to perpet- 
ual as a pensioning instrument can be made. 


This is but one of the simplest illustra- 
tions of how self-perpetuation in pension 
planning is being approached today, in orig- 
inal situations as well as in reorganizations 
of existing self-administered, trusteed, or 
insured programs. Managers of small busi- 
nesses have set out to, and will, make pen- 
sions work. For they know pensions are 
here to stay. 


Issues Booklet on Pension Plans 


The American Bankers Association has pub- 
lished a booklet to inform banks about pension 
plans operating within banking. The study 
was written by Edgar E. Mountjoy, deputy 
manager of the Association, from data sup- 
plied by 800 banks. It deals primarily with 
retirement pension plans and retirement allow- 
ances created through the use of profit-sharing 
plans. It does not make any recommendations. 
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NOMINEE REGISTRATION OF SECURITIES 
HELD BY A FIDUCIARY 


A Model Statute to Regulate Such Registration 


C. ALEXANDER CAPRON 
Mitchell, Capron, Marsh, Angulo & Cooney, New York City 


Mr. Capron’s discussion of the legal aspects of fiduciaries carrying 
securities in the name of a nominee, published in the October 1944 number 


of Trusts and Estates, page 309, stimulated considerable comment. 


We 


have asked him to develop some of the conclusions flowing from a consider- 
ation of the authorities there discussed, and to offer a model statute on 


nominee registration.—Editor’s Note. 


RDINARILY, it is the duty of a trustee 

to earmark trust property as the prop- 
erty of the particular trust of which it 
forms a part. With respect to registered 
securities, including within that term 
shares of stock, this requires that they be 
registered in the name of the trustee as 
such, that is, in the name of the trust. 

It is probable that such requirement may 
be waived by the trust instrument. In the 
absence of express authority to do so, grant- 
ed either by statute or the trust instru- 
ment, the registration of trust securities in 
the name of a nominee is a technical breach 
of trust. However, even if loss occurs in 
the securities so registered, if the trustee 
has acted in good faith and there is no 
causal connection between the loss and such 
technical breach of trust, the courts of sev- 
eral states have refused to surcharge the 
trustee for such loss. Nevertheless, a trus- 
tee should not be encouraged to register se- 
curities except in his name, as trustee, so 
long as such action may be denominated 
even a technical breach of trust. It is im- 
possible to appraise the consequences to the 
trustee and there seems no reason why he 
should assume any risk attendant upon such 
registration, even though he may be con- 
vineed that the registration of the securities 
in his name as trustee may be unwise and 
may result in loss to the trust estate. 

Some states have already recognized that 
this rule requiring such registration of 
trust investments is not advantageous to 
trusts and have modified the rule by legisla- 
tion. 


“Reasons” for Earmarking 


BS scteoe ng considering the extent to which 
the rule should be modified, and the safe- 


guards, if any, which should be required, 
before registration in any name, other than 
that of the trustee, is permitted, it may be 
well to review the reasons which have been 
thought to support the rule requiring such 
earmarking. The following have been ad- 
vanced as justification for the rule at one 
time or another:! 


First. If a trustee fails to earmark trust 
investments, he will be subjected to the 
temptation of treating as trust investments 
those that result in loss and treating as his 
own those on which a gain is realized. 


Second. If a trustee fails to earmark 
trust property, a beneficiary may be put to 
great expense and inconvenience to trace the 
trust assets, particularly if the trustee dies 
or becomes insolvent. 


Third. If trust assets are not earmarked, 
a transfer by a dishonest trustee to a bona 
fide purchaser would be greatly facilitated. 


Fourth. If trust assets are not ear- 
marked, they may be seized by creditors of 
the trustee and the beneficiary may be put 
to great expense and inconvenience, even if 
he is successful in recovering them. 


Identification 


ONE will dispute the desirability of the 
general rule of trust administration 
that a trustee should always keep trust as- 
sets separated from his own and from those 


‘Bogert, Trusts and Trustees, § 595, 2 Scott on 
Trusts, § 179.1, 179.3; Dashwood v. Elwall, 2 Ch. Cas. 
56 (1681); Morris v. Wallace, 3 Pa. (3 Barr) 319, 45 
Am, Dec. 642 (1846); Mitchell v. Moore, 95 U. 8S. 
587, 24 L. ed. 492 (1877); Gilbert v. Welsch, 75 Ind. 
557 (1881); Brown v. Williams, 29 Ohio C. C. 25 
(1906), aff'd 78 Ohio St. 424, 85 N. E. 1134 (1908); 
Matter of Union Trust Company, 86 Mise. (N. Y.) 
392, 149 N. Y. Supp. 324 (1914), aff'd 219 N. Y. 514, 
114 N. E. 1057 (1916). 
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of any other trust and use appropriate 
means to see that they are identified as be- 
longing to the particular trust. There should 
be no relaxation of that rule, but compliance 
with it does not require the registration of 
securities in the name of the trust. 


Adequate identification may be effected in 
several ways. They may be deposited in a 
safe deposit box which is maintained in the 
name of the trustee as such. They may be 
placed in the custody of a bank or trust com- 
pany in an account identified as that of the 
trust. In addition to the physical separa- 
tion of the bonds, notes, certificates of stock, 
and the like, full accounts and records 
should be maintained by the trustee, which 
will disclose at all times all assets belonging 
to the trust. 

If the rule requiring separation and iden- 
tification of trust investments is adequately 
complied with, the second and fourth rea- 
sons listed above should not require regis- 
tration in the name of the trust. 


Case of the Dishonest Trustee 


T remains, therefore, to consider the first 
and third reasons. These pertain to a dis- 
honest trustee who is intent on embezzling 
the trust assets or on substituting his own 
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poor investments for good securities of the 
trust. If the securities are not registered 
in the name of the trust, the trustee will 
have no greater facility to accomplish his 
evil ends than will the trustee who holds 
bearer bonds. However, it seems to be gen- 
erally recognized that a trustee may invest 
in bearer bonds without committing a 
breach of trust.? 


Moreover, a trustee who maintains full 
records and accounts may not switch his se- 
curities for those of his trusts unless he 
falsifies his records. The slight deterrent of 
having securities registered in the name of 
the trust will not deter a dishonest trustee 
from using trust assets for his own use. It 
may cause slight delay, but that is all. 

The foregoing are doubtless the reasons 
which led the authors of the Uniform Trust 
Act to recommend Section 9 thereof which 
reads as follows: 


“A trustee owning stock may hold it in 
the name of a nominee, without mention of 
the trust in the stock certificate or stock 
registration book; provided that (1) the 
trust records and all reports or .accounts 
rendered by the trustee clearly show the 
ownership of the stock by the trustee and 
the facts regarding its holding; and (2) 
the nominee shall deposit with the trustee 
a signed statement showing the trust own- 
ership, shall endorse the stock certificate in 
blank, and shall not have possession of the 
stock certificate or access thereto except 
under the immediate supervision of the 
trustee. The trustee. shall be personally 
liable for any loss to the trust resulting 
from any act of such nominee in connection 
with stock so held.” 


This has been adopted by seven states.* 


*Matter of Halstead, 44 Misc. 176, 89 N. Y. Supp. 
806 (1904), aff'd 110 App. Div. 909, 95 N. Y. Supp. 
1131, 184 N. Y. 563, 76 N. E. 1096 (1906); 2 Scott 
on Trusts, § 179.3. Cf. English Trustee Act of 1925, 
§ 7. But see contra, In re Buckelews Estate, 128 
N. J. Eq. 81, 13 Atl. (2d) 855 (1940), where the 
court said that two earlier cases did not approve of the 
trustee’s conduct in failing to have a bearer bond reg- 
istered in his name as trustee. In that case the invest- 
ment was unauthorized and the trustee would have 
been held liable if the bond had been duly registered 
in his name as trustee. Moreover, the cases cited did 
not deal with bearer bonds but merely referred to the 
general rule requiring the registration of securities in 
the name of the trustee. 


*Florida, Stats. 1941, ch. 691; Louisiana, Dart’s La. 
Gen. Stats, See. 9850.51; Nevada, Ch. 136, Laws of 
1941; North Carolina, Code of 1939, Sec. 4035 (1) 
(Ch. 197, Pub. Laws 1939), amended to include bonds 
House Bill No. 39—1945; Oklahoma, Stats. 1941 Title 
60, Sec. 175.15; South Dakota, Sen. Bill No. 17, Laws 
1943; Texas, Vernon’s Civ, Stats., Art. 7452 b-16. In 
Texas the provisions of the Uniform Trust Act have 
been extended to include other property besides stock. 





Objections to Uniform Trust Act 


HE provisions of the Uniform Trust 
Act are subject to criticism on various 
grounds. 


(1) For no apparent reason it is confined 
to stock. Such a statute should also relate 
to bonds, notes, and other registered securi- 
ties. 


(2) It requires registration in the name 
of a nominee instead of the trustee without 
the addition of words indicating the fiduci- 
ary capacity in which the shares are held. 
Surely there is no greater protection to a 
trust in having securities registered in the 
name of an agent instead of the principal. 


(3) It requires that the certificates of 
stock be endorsed immediately for transfer. 
Some corporate fiduciaries believe that such 
endorsement increases the opportunity of 
loss through theft. To avoid the necessity 
for such endorsement, and yet have the 
means for immediate transfer, they employ 
the use of partnerships to act as nominees 
and have sufficient partners or persons au- 
thorized to sign to assure that one will at all 
times be available; they also own declara- 
tions of trust from the nominees; sometimes 
they have stock or bond powers executed by 
the nominee which are kept separate and 
apart from the securities to which they re- 
late and under the control of different per- 
sons. It would seem that any means which 
a trustee finds adequate to assure the imme- 
diate transfer of securities should be per- 
mitted. 


Further Safeguards 


HILE we believe most will concur in 

the statement that registration of se- 
curities in the name of the trust will not 
prevent a dishonest trustee from appropri- 
ating the trust assets for his own use, still 
some believe that this deterrent is desirable 
and that freedom from this requirement 
should not be extended to individuals with- 
out the addition of further safeguards. In 
support of this view, it may be stated that 
the requirement for registration in the 
name of the trust may often help in the 
tracing of trust funds, when records have 
been lost or destroyed. Also it may check 
the use of trust funds by a trustee who is 
temporarily financially embarrassed. Doubt- 
less many men who have regarded them- 
selves as honest have succumbed to the 
temptation of using funds under their con- 
trol for what they believe would be a tem- 
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porary loan, who would not have used trust 
securities if they were so registered as to 
make it necessary to establish a record of 
the improper use of these securities, before 
they could be applied to their own use or put 
up as collateral for the extension of credit to 
the trustee. 


That view has prevailed in England where 
a trustee is authorized to purchase bearer 
bonds for his trust only if he deposits them 
for safe custody and collection of income 
with a banker or banking company.? 


In some states the authority to register 
trust investments in the name of a nominee 
of the fiduciary has been extended only to 
corporate fiduciaries, including in some in- 
stances co-fiduciaries.® 


Analysis of New York Statute 


OR those who believe that the authority 
to register securities, in other than the 
name of the trust, should be restricted and 
limited, the New York statute will be found 
the most comprehensive of any of those 
which have been enacted. It is printed in 


‘The English Trustecs Act of 1925, § 7. 


5Cal.: trust companies, Bank Act, Gen. Laws Act 
652, Sec. 105. Del.: banks and trust companies, Rev. 
Code of Del., Ch. 66, 2303-A, Sec. 46-A (S. B. 51, 
1945). Ky.: banks and trust companies and co-fidu- 
ciaries, S. B. 40, Laws of 1944. Md.: corporate fidu- 
ciaries and co-fiduciaries, Sec. 279-A Art. 16, 1939 
ann. Code of Md., as amended by Ch. 765, Laws of 
1945. Minn.: banks, trust companies, national banks 
and co-fiduciaries. Minn. Stats. 1941, Sec. 48.39, 
48.74. N. H.: trust companies and similar corpora- 
tions, national banks and co-fiduciaries, Pub. Laws, 
Ch. 264, Sec. 17-a (S. B. No. 34, Laws of 1941). 
N. J.: banks, trust companies, national banks and co- 
fiduciaries, Ch. 114, Laws 1944. Ohio: banks and 
trust companies and co-fiduciaries, S.B. 180, Laws of 
1945. Ore.: trust companies, Comp. Laws Ann. 1940, 
Sec. 40-1216. Pa.: banks and trust companies and 
co-fiduciaries, 7 P. S., Sec. 819-1108, as amendcd by 
Act No. 96 Acts of 1945. 





TRUST OFFICER 
AVAILABLE 


Trustman with 14 years experience in trust 


administration and new business development 
institution seeks position 
Special 


with © metropolitan 
with medium-sized trust department. 
knowledge of business insurance and pension 
trusts and estate planning. 


Address: Box S-7-5, Trusts and Estates 
50 E. 42nd St., N. Y. C. 17 





196 


full below.® A substantially similar statute 
was enacted in Wisconsin.* We shall briefly 
discuss the provisions of the New York 
statute. 


(1) It authorizes state banks and trust 
companies to cause stocks or other securities 


*“The New York Personal Property Law was amend- 
ed by Ch. 215 of the Laws of 1944, by adding thereto 
a new section reading as follows: 


“$25. Rights of trustees to keep trust securities in 
nominee's name. Any bank or trust company when 
acting as trustee of an express trust, whether alone or 
jointly with an individual or individuals, may with the 
consent of the individual fiduciary or fiduciaries, if 
any, (who are hereby authorized to give such consent) 
cause any stock or other securities held in the capa- 
city of trustee to be registered and held in the name 
of a nominee or nominees of such bank or trust com 
pany; and any individual or individuals acting as 
trustee of an express trust is and are authorized re- 
spectively to direct any bank or trust company incorpo- 
rated under the law of the state of New York, or any 
national bank located in this state or any private bank- 
er duly authorized by the superintendent of banks of 
this state to engage in business in this state (who 
keeps in such business as private banker a permanent 
capital of not less than $250,000), to cause any stock 
or other securities deposited with such bank, trust 
company or private banker by such individual or in- 
dividuals as fiduciary or fiduciaries to be registered 
and held in the name of a nominee or nominees of 
such bank, trust company or private banker. Such 
bank, trust company or private banker shall not re- 
deliver such stock or other securities to such individual 
fiduciary or fiduciaries causing any such stock or other 
securities to be so registered in the name of a nominee 
of such bank, trust company or private banker without 
first causing such stock or other securities to be reg- 
istered in the name of such individual fiduciary or 
fiduciaries as such. But any sale of such stock or 
other securities made by such bank, trust company or 
private banker at the direction of such individual fidu- 
ciary or fiduciaries shall not be construed to be a re- 
delivery. Such bank, trust company or private banker 
may make any disposition of such stock or other se- 
curities of a trust authorized or directed in an order, 
judgment or decree of any court having jurisdiction 
thereof. 


Any such bank, trust company or private banker 
shall be absolutely liable for any loss occasioned by the 
acts of any nominee of such bank, trust company or 
private banker with respect to such stock or other se- 
curities so registered. 


The records of such bank, trust company or pri- 
vate banker shall at all times show the ownership of 
any such stock or other securities. Such stock or 
other securities shall at all times be kept separate and 
apart from the assets of such bank, trust company or 
private banker.” 


See also Section 231 of the Surrogate’s Court Act 
for similar statute relating to executors, administrators, 
guardians and testamentary trustees. 


TStats. 1941, Sec. 223-05(2), Ch. 247, Laws of 
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held in most fiduciary capacities to be regis- 
tered and held in the name of a nominee. 
Unfortunately, committees of incompetents 
are omitted. National banks are also omit- 
ted. The authors apparently thought that 
the state should not purport to regulate na- 
tional banks. However, there is no objec- 
tion to the state regulating the conduct of 
fiduciaries acting within the state’s juris- 
diction, although the fiduciary may have 
been chartered by the national government. 
In only authorizing registration of such se- 
curities in the name of nominees, it merely 
recognizes the current practice.. It is not 
desirable to register securities in the name 
of a corporation, because of the rules of the 
securities exchange concerning the transfer 
of securities so registered. 


(2) It authorizes co-fiduciaries acting 
with a bank or trust company to consent to 
registration in the name of such a nominee. 

(3) It authorizes any natural persons to 
cause stock or other securities held in any 
of the fiduciary capacities mentioned in the 
statute to be registered in the name of a 
nominee of a state bank or trust company, a 
national bank located in New York state, 
and a private banker duly authorized by the 
superintendent of banks to engage in busi- 
ness in the state and who keeps in such busi- 
ness as a private banker $250,000 of capital. 
Such authority is carefully restricted. It 
extends only to stocks and securities depos- 
ited with the bank, trust company or banker, 
who is forbidden to redeliver any stocks or 
securities so registered to the fiduciary un- 
til they have been registered in the name of 
the fiduciary as such. 


(4) It requires that such stock or securi- 
ties be kept separate and apart and that 
their ownership shall at all times be shown 
by the records of the bank, trust company 
or banker. 


Model Acts 


HE theory of all these statutes placing 
restrictions upon such registration of 
securities held in a fiduciary capacity is that 
the privilege may be extended to banks and 
trust companies because they are subject to 
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the supervision of a state agency, and that 
the risk of loss is accordingly greatly mini- 
mized. 


We set forth below two forms of statutes, 
either of which is in our opinion appro- 
priate. The first is based on the theory that 
the privilege of registering trust securities 
in any name other than that of the trustee, 
as such, should be restricted and limited. 
In the second, we have adopted the view of 
the authors of the Uniform Trust Act that 
the manner of registration is not important 
if the requirements for separation of trust 
assets and the maintenance of adequate rec- 
ords and accounts are met. 


FORM LIMITING PRIVILEGE OF 
NOMINEE REGISTRATION 


Section 1. When used herein, 


(a) The term “bank” shall include a 
state bank, trust company, a national bank 
whose principal office is within this state, 
and a natural person carrying on the bus- 
iness of banking pursuant to the authority 
of and subject to regulation by the Super- 
intendent of Banks (or the state banking 
department) ; 


(b) The term “fiduciary” shall include 
trustee, executor, administrator, guardian 
or committee. 

(c) The term “security’””’ shall include 
stock, bond, note, debentures or any other 
security or property the title to which may 
be registered. 

(d) The singular number shall include 
the plural and the masculine gender the 
feminine, unless the context otherwise re- 
quires. 

Section 2. Subject to the conditions stated 
in Section 3 hereof, 

(a) A bank may register a security held 
by it as a fiduciary in the name of its 
nominee, 


(b) A bank acting as one of two or more 
fiduciaries, with the consent of its co- 
fiduciary or fiduciaries, who are authorized 
to give such consent, may register a secur- 
ity held by said fiduciaries in the name of 
its nominee. 


(c) A natural person may deposit a se- 
curity held by him in a fiduciary capacity 
with a bank in his name as such fiduciary 
and authorize such bank to cause such se- 
curity to be registered in the name of a 
nominee of the bank, but such security shall 
not be redelivered to the fiduciary until it 
shall be registered in the name of the 
fiduciary as such, and all income and other 
moneys and property received from such 
security or on the sale, exchange, conver- 
sion, redemption or other liquidation there- 
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of, shall be credited to the account of the 
fiduciary as such. 


Section 3. If any security held by a 
fiduciary is registered in the name of the 
nominee of a bank pursuant to the pro- 
visions of Section 2 hereof, 


(a) the records of the bank shall at all 
times show the name of the fiduciary and 
the fiduciary capacity in which such secur- 
ity is held, and 

(b) the bank shall be liable for any loss 
to the estate, trust, fund or person for 
whom such security is held resulting be- 
cause the security was so registered. 


LESS RESTRICTED STATUTE 


Any person holding any stock, bond, note, 
debenture, or any other security or proper- 
ty, the title to which may be registered 
(hereinafter referred to as a security), as 
executor, administrator, trustee, guardian, 
committee or in any other fiduciary capac- 
ity, may cause the same to. be registered in 
his own name or in the name of a nominee 
without any words indicating the fiduciary 
capacity in which such security is held, pro- 
vided (a) the accounts and records of such 
person at all times clearly show that such 





security was held by said person in such 
fiduciary capacity, (b) said security is kept 
separate and apart from the property held 
by such person in his own right or in any 
other fiduciary capacity, (c) such fiduciary 
at all times has possession of such security 
and, if registered in the name of a nominee, 
before or promptly after such registration, 
secures from the nominee all such instru- 
ments as may be necessary to transfer the 
same without any further act of such nom- 
inee, and (d) the fiduciary shall be liable 
individually and in his own right for any 
loss resulting because said security was so 
registered instead of being registered in his 
name as such fiduciary. A person acting in 
any such fiduciary capacity may deposit in 
his name as such fiduciary any security so 
held by him with a bank, trust company, 
national bank or private banker under the 
supervision of the superintendent of banks 
(or the banking department of the state) 
having a capital of $ invested in such 
business (all of whom are hereinafter re- 
ferred to as a bank) and authorize such 
bank to cause such security to be registered 
in the name of a nominee of the bank, but 
such security shall not be redelivered to 
the fiduciary until it shall be registered in 
the name of the fiduciary as such, and all 
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income and other moneys and property re- 
ceived from such security or on the sale, 
exchange, conversion, redemption or other 
liquidation thereof shall be credited to the 
account of the fiduciary as such, and the 
bank shall be liable for any loss resulting 
because said security was so registered. 


It is believed that the enactment of a stat- 
ute in either of the forms proposed will 
grant adequate relief from a rule which re- 
quires modification. 


“The strongest bond of human sympathy 
outside the family relation should be one unit- 
ing all working people of all nations and 
tongues and kindreds, nor should this lead to 
a war upon property or the owners of proper- 
ty. Property is the fruit of labor, property is 
desirable; is a positive good in the world. That 
some should be rich shows that others may 
become rich and hence is just encouragement 
to industry and enterprise. Let not him who 


is homeless pull down the house of others, but 
let him work diligently and build one for him- 
self, thus by example assuring that his own 
shall be safe from violence when built.” 


Abraham Lincoln, 
working men. 


in address to a deputation of 
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BEFORE STARTING A COMMON FUND 


Minimum Requirements for Effectiveness and Economy 


THOMAS A. MOORE 
Vice President and Trust Officer, Marine National Exchange Bank, Milwaukee 


ITH the growth of the Common 

Trust Fund idea, the executive of- 
ficers of Banks and Trust Companies 
throughout the country are studying the 
problems connected with the establish- 
ment and operation of such Funds. 
Many institutions wish to know whether 
or not they should support an attempt 
to secure permissive legislation in their 
state and if legislation is passed, 
whether or not they will be able to 
create and maintain a Common Trust 
Fund. 


Before any trust institution commences 
its research into the operating and account- 
ing problems incident to such a Fund, a 
study should be made to determine whether 
the trust business enjoyed by the institu- 
tion lends itself to the plan. There are only 
three primary reasons for the establishment 
of a Common Trust Fund: 


Three Reasons for a Fund 


IRST, it must appear that the Fund will 

be of advantage to the beneficiaries of 
the trusts for which the institution acts as 
trustee and which are now or may become 
eligible to participate in the Fund. 

Second, the volume of trust business eligi- 
ble to participate must be sufficient to pro- 
vide a Fund large enough to make invest- 
ment diversification possible and to reduce 
operating expenses below the expense of 
separately investing the individual trust ac- 
counts. 

Third, assurance is needed that the con- 
tinuity and growth of the Fund, due to the 
normal volume of business suitable for par- 
ticipation, will be automatic and will not de- 
pend on an advertising or sales campaign 
instituted for the purpose of acquiring small 
trust accounts to keep the Fund alive and 
growing. 


Minimum for Efficiency 


ERHAPS the first question that a trust 
- executive will ask is, “What is the mini- 
mum effective size for a general discretion- 


ary Fund?” This may be answered in sev- 
eral ways, but one measure at least seems 
to be cbvious. Regulation F has been re- 
vised by the Board of Governors of the Fed- 
eral Reserve System, and among the new 
provisions effective September 1, 1945, the 
maximum investment which any one trust 
may make in a participation in a common 
trust Fund has been increased from $25,000 
to $50,000. The provision that the partici- 
pation shall not be in excess of 10% of the 
value of the assets of the common trust 
fund, at the time of investment, remains. 
Therefore, if one or more participations, of 
$50,000 are contemplated, the Fund should 
be maintained at a value in excess of $500,- 
000. While the withdrawal of participa- 
tions which subsequently might reduce the 
Fund below $500,000 technically might not 
create an automatic violation of the Regula- 
tion, it would appear that the intent of the 
Regulation was not being followed and 
might give rise to criticism by the examin- 
ers. 


Also, if such a condition develops there 
probably would be a tendency on the part of 
the trust executives to search for new par- 
ticipations to keep the fund within the per- 
missible limits. Such an attempt might tend 
to cloud the judgment of the trust commit- 
tee in determining whether any given trust 
should be invested in the Common Fund or 
the larger participations would have to be 
pared. We may then reason that the Fund 
in any instance should be in excess of $500,- 
000 and should not be too near this mini- 
mum figure at its inception; rather it should 
be amply above the minimum so that no 
event which might cause withdrawals would 
create a violation and embarrass the spon- 
sors. 


It is my view that with the increase in the 
limitation upon the size of participations, 
the proper minimum size of any common 
trust fund should be in the neighborhood of - 
$750,000, and that the expectations for nor- 
mal development should indicate that over a 
period of time the fund would grow to an 
asset value of at least $1,000,000. 





When Does Economy Start? 


ROM the standpoint of the trust institu- 
tion, one of the main objects of a com- 
mon trust fund is operating economy. The 
smaller accounts require individual invest- 
ment attention as well as bookkeeping and 
accounting services. Even though a com- 
mon fund of the minimum technical size 
could be set up, it would produce very little 
economy unless a large enough number of 
individual accounts could be included. 
The number of accounts required may 


vary somewhat with the operating methods 
of the individual trust institution, but in 
every case the degree of saving would be 
arrived at by offsetting the time saved by 
the trust officers, the research and analytical 
departments, the trust investment commit- 
tee and the accounting department in the 
operation of the Common Fund as against 
the time consumed by these divisions in 
operating the individual accounts. 


It is highly probable that there will be no 
saving in the first year of operation. Con- 
siderable bookkeeping and accounting is in- 
volved in shifting from the individual trusts 
to the Common Trust Fund. The study of 
the operation and improvement of the Fund 
and the education of the staff will be a con- 
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tinuing job. The account executives will 
have to devote a great deal of time to the 
education of co-trustees and beneficiaries 
and to re-adjusting income payment dates 
to avoid hardships to beneficiaries dependent 
upon regular income. 


Income as Measure of Minimum Size 


HIS factor of saving is not easy to 

measure, nor will an analysis based upon 
the fee schedules of one State be a satisfac- 
tory guide in another jurisdiction having a 
different basis for trustee’s fees. . Some 
States still retain rates based on 5% of in- 
come, others charge 42 of 1% on principal, 
and a few have higher rates. Nearly all 
have a minimum fee applicable to small 
trusts where the percentage fee would not 
pay the bookkeeping cost of maintaining the 
account. 

If a common fund of $1,000,000 is used as 
an example and income averaging 314% is 
assumed, it appears that a 5% charge on in- 
come would produce a fee of only $1,750. 
The higher rate based on principal would 
yield fees of $5,000 at the maximum. 


Only a portion of these fees can be allo- 
cated against the cost of operating the com- 
mon fund. The component trusts must still 
be maintained as separate acccunts on the 
books of the fiduciary. Income remittances 
must be made; statements rendered; tax fig- 
ures must be furnished and the account ex- 
ecutives must continue to confer with the 
beneficiaries. 

Without complete time studies conducted 
over a period of years, it would be difficult 
to estimate what the maximum cost of main- 
taining a common fund of $1,000,000 could 
be, and still produce any over-all saving in 
operating expense. It is probable that un- 
less the fund exceeds $1,000,000—even 
where the higher fees are in effect—no di- 
rect advantage will be realized beyond the 
time saved to the trust committee. 


Ceiling on Size Unnecessary 


FTER these first phases are over, a more 
accurate cost analysis is possible. Some 
students of the subject argue that there 
should not only be a determination of the 
minimum size and minimum number of ac- 
counts for effective operation, but also that 
a maximum should be fixed beyond which a 
fund should not be permitted to grow. This 
question of optimum size should not be ap- 
proached dogmatically. If the require? 
liquidity of the fund can be maintained, 
there would seem to be no necessity of an 








arbitrary limit from an operating stand- 
point. 

The greater the number of small accounts 
which require the attention and periodical 
review of the trust committee, the more dif- 
ficult it is for the trust committee to per- 
form its function. The time gained to the 
committee by avoiding the infinite detail of 
this multiplicity of small accounts should 
permit it to devote its time and thought to 
the combined Fund. 

As the Common Fund grows in size, its 
obvious importance challenges the best ef- 
forts of the committee and its supporting 
analytical and research staff. The portfolio 
and the operating results are published at 
least to all of the parties interested in the 
participating accounts. This publicity, lim- 
ited as it may be, should intensify the nat- 
ural desire to make the best possible show- 
ing. 

A conscientious effort should be made to 
prevent the handling of the Common Fund 
from becoming institutionalized. The com- 
mittee should be constantly reminded of the 
fact that the fund is made up of many small- 
er trusts each one of which has its special 
problems and that the intimate personal 
needs of the beneficiaries of each of the com- 
ponent trusts must be served. Any possible 
tendency to institutionalize may be offset by 
submitting to the committee a number of in- 
dividual trusts which do not participate in 
the common fund at each session during 
which the investment of the Common Fund 
is considered. Besides, the account execu- 
tive is constantly aware of the individuality 
of each trust. 


The Investment Record 


LE pais aside from the many advantages 


indicated for a Common Trust Fund, 
there are reasons why the small trust insti- 
tution should avoid any hasty adoption of 
the idea. It is inevitable that the Fund will 
be compared as to composition of portfolio, 
as to operating results, and as to income 
provided, with the well-publicized invest- 
ment trusts that periodically publish their 
portfolios and their operating statements. 
Many of those funds are operated by com- 
petent investment committees and are forti- 
fied with able and extensive research depart- 
ments. 


It is unlikely that a bank or trust com- 
pany without comparable talent and facili- 
ties can equal or approach their results. If 
« Common Trust Fund is undertaken and 
the results by comparison obviously are un- 
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favorable to other Common Trust Funds, in 
the long run, or with the better known in- 
vestment trusts—even though not strictly 
comparable—the institution’s reputation in- 
evitably will suffer. 

Reports show that more trust institutions 
adopt plans for “discretionary funds” than 
for “legal funds.” The non-legal fund leads 
the trustee into the broad field of investment 
including, in all probability, the use of com- 
mon stocks and other equity type securities. 
The spread of the risk in such an investment 
program when applied through the Common 
Fund is less than the risk involved in the 
use of individual equities in the smaller 
separate accounts. The committee, there- 
fore, is compelled to watch its investment 
policy with the utmost care to guard against 
a tendency to overestimate the degree of se- 
curity obtained and to increase the risk fac- 
tor to a greater degree than is commensur- 
ate with the safety of the individual parti- 
cipating accounts. 


Prerequisites to Initiation 


EFORE going to the trouble and ex- 
pense of investigating the legal, ac- 
counting and operating problems involved, 
any trust institution intrigued with the 
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Common Trust Fund idea should answer to 
its own satisfaction the following questions: 


1. Does the volume and type of trust bus- 
iness handled by this institution indicate 
that a continuing fund, substantially in 
excess of the minimum requirements, can 
be maintained indefinitely ? 

. Does it appear that the use of the Com- 
mon Trust Fund will produce a better 
result for the beneficiaries of the indi- 
vidual trusts that would participate in 
the Fund? 

. Will the trust institution be able to re- 
duce its operating costs in respect to the 
participating accounts to a greater extent 
than its costs are increased by the main- 
tenance of the Common Fund? 

. Does the trust institution have a trust 
committee and an investment research 
and analytical division competent to oper- 
ate the fund? 


If all of these questions can be answered 
in the affirmative, it would be wise to assem- 
ble all available material on the operating 
and accounting problems involved, then set 
up a hypothetical fund and carry it through 
changes of investment, accounting periods, 
annual audits and additions to and with- 
drawals from the Fund. There are many 
technical questions involving notice, valua- 
tion, principal and income allocations, taxa- 
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tion, and the treatment of expense items, 
that should be recognized before the actual 
fund is put in operation. These problems 
may be anticipated, and the staff may be 
educated to deal with them if a “test” fund 
is used for laboratory purposes. It will also 
give the committee a preview of the actual 
investment procedure and will give a truer 
measure of the income that may be expected. 


Where it is applicable and serves a useful 
purpose, the Common Trust Fund is a con- 
structive development in the business of the 
corporate fiduciary, but it should not be 
adopted without the most serious considera- 
tion, nor should corporate trustees rush to 
follow the trend merely for competitive rea- 
sons without ample warrant in their own 
institution for so doing. 


Trust Funds Up 


Personal trust funds administered by state 
institutions in Pennsylvania aggregated $3,944,- 
132,188 on June 30, 1945, as compared with 
$3,889,088,419 a year earlier, according to the 
statement of condition released by the Depart- 
ment of Banking. Corporate trusts continued 
to decline from $4,319,896,084 to $4,141,- 
517,124. 
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NEW DEVELOPMENT IN COMMUNITY 
TRUSTS 


Civic Groups Cooperate with Banks to Modernize Community 
Welfare 


FRANK D. LOOMIS 
Secretary, The Chicago Community Trust 


HE pioneer Community Trusts are now 

in process of celebrating thirtieth anni- 
versaries. Beginning with the Cleveland 
Foundation, organized in 1914, the anniver- 
sary procession moves on to Chicago, Bos- 
ton, Los Angeles, 1915; Indianapolis, Rhode 
Island, Williamsport (Pa.), 1916; Youngs- 
town, Philadelphia, Winston-Salem, and 
many other communities. 

Not all the thirty and more communities 
which adopted Community Trust Agree- 
ments prior to 1920, following in general the 
early Cleveland model; nor the forty-five 
which adopted Resolutions in the twenties, 
following largely the New York “multiple 
trustee”’ model, will join in the celebration. 
Some have fallen by the wayside; others 
have achieved only minor success and are 
not yet included in the lists of active Foun- 
dations. 

The marked and mounting success of a 
considerable number of Community Trusts 
widely scattered over the United States and 
Canada has demonstrated that the plan has 
sound merit and a strong appeal if properly 
and faithfully presented. The annual sum- 
mary of Community Trust progress, assem- 
bled by Ralph Hayes, Director of the New 
York Community Trust, showed that at 
December 31, 1944, the 76 Community 
Trusts had accumulated capital gifts in ex- 
cess of $67,000,000 and were distributing in- 
come approximating $2,000,000 each year. 
The four leaders, New York, Chicago, Cleve- 
land and Boston, had combined capital of 
$52,000,000 and current annual distribution 
for charity of $1,364,000. Seven others had 
more than $1,000,000 each. Seventeen had 
more than $500,000. 


Cooperative Roles 


HIS success has led to a new recognition 
of the significance of the movement. 
This recognition has come largely from a 
new-source. Whereas the early Community 
Trusts were established almost wholly on the 
initiative of banks, with some secondary in- 


terest on the part of a few leading lawyers 
and civic minded citizens, it is at last the 
social agencies, the community chests, the 
educational institutions which have awak- 
ened to its possibilities. And the banks at 
last have recognized the necessity and the 
importance of this new alliance. 

“The administration of charitable trusts,” 
writes the new Columbus (Ohio) Founda- 
tion in its attractive prospectus, “involves 
three distinct types of problems: legal, 
financial and social. Effective operation 
calls for consultative and co-operative action 
of individuals representing the Probate 
Court, the trustees of the funds, and the so- 
cial agencies most closely in touch with the 
needs of the community. The Foundation 
movement reflects the conviction, based upon 
experience, that the interest and purposes 
of the donor of a trust can best be served 
through the joint and collective thinking of 
representatives of these three agencies in- 
stead of the detached and isolated actions of 
each.” . 

This is the new note in Community Trust 
development, the dominant overtone in the 
Resolutions or the Charters under which a 
host of new Community Trusts are being 
organized. Many of the old and dormant 
Community Trusts are being reorganized 
and are taking on new life in harmony with 
this trend. 


This is a natural and inevitable develop- 
ment if the Community Trust is to take its 
proper and permanent place as a strong 
community institution. The Community 
Trust and the Community Chest are out- 
growths of the same basic community phi- 
losophy. They represent a combination of. 
gifts, current gifts in the case of the Chest, 
capital gifts in the case of the Trust, cen- 
trally operated for economy in collection and 
management and for equitable distribution 
among welfare agencies of the community 
in proportion to their needs and the impor- 
tance of their services. The Community 
Trust is also an expression of the philosophy 
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of the great individual foundations with 
their long-time view, their freedom and 
adaptability to changing needs and condi- 
tions. It is noteworthy and remarkable that 
the greatest individual Foundation, the 
Rockefeller, the first successful, modern 
Community Chest and the first Community 
Trust all had their origin in Cleveland. 


But the Community Trust over the con- 
tinent has been relatively slow in its growth. 
Today there are nearly six hundred Com- 
munity Chests, less than one hundred Com- 
munity Trusts. 


Common Factor: Bank Trusteeship 


N the recent developments, as in the ear- 

lier, there are many variations in the 
form of Resolution or Charter under which 
the Community Trust is brought into being. 
Local customs and needs and differences in 
State laws have influence. In all true Com- 
munity Trusts, however, there are two 
major characteristics which are always ob- 
served : 

One: All capital and principal funds are 
to be held in trust and managed by banks 
and trust companies. This is a sound re- 
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quirement, for the banks with strong trust 
departments authorized to administer trust 
funds under State supervision are better 
qualified to act than any newly created cor- 
poration is likely to be. The banks are well 
established in the public confidence, they 
have the experience and facilities to qualify 
them for management of the numerous 
kinds of properties which are likely to flow 
into a going Community Trust. 

The multiple trustee principle is being 
followed. This is based on the idea that in 
a successful Community Trust two banks 
are better than one; or the belief that in a 
real community institution all the success- 
ful, regularly organized and qualified banks 
of the community should have equal oppor- 
tunity to participate in the development and 
in the business of the Trust. Experience in- 
dicates that the Community Trust will be a 
vastly more useful institution if this is so. 
Customers come to have great affection for 
their banks. The endorsement of the Com- 
munity Trust to a customer by his bank is 
invaluable. If he becomes interested in the 
Community Trust and learns that his bank 
is excluded, the Community Trust will loose 
that business. There may even be resent- 
ment if the customer learns that he may 
give only through some other bank or that 
the Community Trust is a one-bank institu- 
tion. Each gift to a Community Trust adds 
to its prestige. If all the qualified banks 
participate, then each of them will have 
more Community Trust business than it 
would ever have alone. 


Common Factor: Citizens’ Committee 


WO: The second basic principle ob- 

served in all Community Trusts is that 
the charitable use or application of income 
and portions of the principal as available for 
current use is directed and controlled by a 
small Citizens’ Committee appointed by pub- 
lic and semi-public agencies or officials, in- 
cluding a minority, usually about one-third, 
appointed by the participating banks. 

In the earlier development of Community 
Trusts the name Committee or Distribution 
Committee was usually given to this body. 
The name fails to convey its broad signifi- 
cance. For it is more than a distributing 
committee. It should be composed of out- 
standing citizens who have had broad expe- 
rience in welfare work, business men who 
have been presidents of the local Community 
Chest or Council of Social Agencies, or 
presidents of the large welfare organiza- 
tions, prominent as leaders in business, cul- 
tural, social and civic affairs. 
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This is the entity which must give char- 
acter, personality and purpose to the Com- 
munity Trust. It must publicize the idea; 
it must organize the service, determine the 
policies, interpret and report concerning 
them, attract interest and approval; it must 
build the Community Trust, make it a useful 
and essential instrument in cooperation with 
other planning and serving agencies in 
broadly promoting the community welfare. 

Some of the more recent Community 
Trusts are, therefore, using a _ broader 
name; “Executive Committee” or “Board of 
Trustees” (as distinguished from Trustee 
Banks) is often favored. The Committee, 
under the Trust Agreement, are in fact the 
Trustees of the Income, the Directors of the 
Charitable Use of the Trust, hence their re- 
lation to it in practice is much the same as 
the Trustees or Directors of any social 
agency. 


Trends in Community Trust Service 


N the beginning much emphasis was 

placed on the value of the Community 
Trust, or the Community Trust Committee 
acting as a referee under authority granted 
in the Trust Agreement to drop a designated 
beneficiary and to appoint a new agency or 
institution to receive the income of a trust 
fund. Thus without delay, expensive or 
tedious court procedure, the Community 
Trust would apply the cy pres doctrine. This 
would result in great economy, more effec- 
tive use, and increased satisfaction to the 
founder of a trust in the confidence that his 
money would be well used. 

This was and continues to be an impor- 
tant function of the Community Trust. But 
experience has shown that as the Commun- 
ity Trust becomes established and well 
known and as confidence in its work in- 
creases there is a tendency to give the Com- 
munity Trust even greater discretionary 
power. The Community Trust is given au- 
thority to select the beneficiaries in the first 
place and to change them from year to year 
in its own judgment. If there is any limi- 
tation, it is as to the type of service whith 
the donor or founder may select or for which 
he may express a preference. Thus some 
funds are earmarked for scholarships or for 
care of children or for care of aged, but the 
Community Trust is to select the agency or 
method through which such aid may be 
riven. 

This marked tendency to repose greater 
discretion in the Community Trust is a 
recognition of its value as a community in- 
stitution in its own right. Many of the gifts 
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to the Community Trust today are being 
given without any restrictions, except per- 
haps as to an expressed preference, and in 
several of the larger Community Trusts 
more than half of their funds are wholly 
free. The Community Trust is free, under 
its Charter, working in cooperation with 
other community planning agencies, to use 
its funds in whatever ways will best pro- 
mote the welfare of the community. 


The kind of personality the Community 
Trust develops, the esteem, respect, confi- 
dence, even affection with which it grows to 
be regarded will determine ultimately its 
success, or its indifferent success, or its fail- 
ure. “The plan is interesting,” was the 
helpful and kindly comment of the president 
of one of our banks to whom the merits of 
the Community Trust plan were being ex- 
tolled in the early days, “The plan is inter- 
esting, but the growth and success of the 
Community Trust in the long run will be 
subject to the same laws as the development 
of any other institution. Its success will be 
based upon its character, and the quality of 
its community service.” 
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DIVERSIFICATION OF PLANNING 


DICKSON H. LEAVENS 
Cowles Commission for Research in Economics, University of Chicago 


N recent years Washington has entered 

the Economic Planning field in a large 
way. Previously, the function of the Fed- 
eral Government was considered to be to 
provide the background of peace and order 
in which private initiative would be free to 
develop. In the last twelve years, however, 
there has been a tendency in Washington to 
ignore the great advances that were made 
under those conditions. Administration 
spokesmen have stressed the undoubted evils 
that have taken place alongside of these ad- 
vances and, without any serious attempt to 
strike a balance, have condemned the whole 
system. The tendency to political planning, 
grown strong during the depression, has be- 
come immensely stronger under the necessi- 
ties of war; in a total conflict like the one 
just ended a great deal of centralization is, 
of course, inevitable. But will it be efficient 
and desirable in peacetime? Perhaps the 
principles of diversification will suggest one 
basis for decision. 

In an earlier article, it was concluded that 
diversification of investments does not re- 
duce the mathematical expectation or aver- 
age risk of loss. However, by cutting down 
the probability of both large losses and large 
gains, it is an averaging device of great 
value, particularly as the prospects of any 
given investments are only probabilities, 
never certainties.! The same principle may 
be carried over into the field of government 
economic planning. 


Success of Business Planning 


OME planning has always been done by 
« ) the individual business man. American 
mechanical ingenuity, organizing ability, 
salesmanship, willingness to take risks, and 
other useful characteristics were reflected in 
thousands of business and industrial leaders. 
These men have succeeded in building up 
profitable and useful companies and in rais- 
ing the average material standard of living, 
especially during the past generation or two, 
to an extent amazing to anyone who remem- 
bers conditions around the turn of the cen- 
tury. 
In contrast, however, to these thousands 
of successful leaders, there were tens of 





1. “Diversification of Investments,” Trusts and Es- 
tates, Vol. 80, May, 1945, pp. 469-473. 


thousands or hundreds of thousands of men 
who started off with apparently much the 
same capabilities and opportunities but who 
failed completely or were only moderately 
successful. Their failure was due in some 
cases to lack of ability or character; in 
other cases to the fact that their plans, 
which at the time may have seemed as good 
as those that succeeded, did not prove suited 
to actual conditions; and in still other cases 
to the great variety of fortuitous circum- 
stances that may interfere with the best- 
laid plans. 


Experience has shown, as Robert Burns 
long ago recognized, that there is no certain- 
ty of success in planning, but only a prob- 
ability. It may be fair to assume that even 
with a well-coordinated group of top-flight 
planners there will be failures due to mis- 
takes or to outside circumstances at least 1 
time in 100, perhaps 1 time in 10 or even 
more frequently. The exact figure is unpre- 
dictable; it is also immaterial. The prob- 
ability of success is undoubtedly greater in 
the case of some individuals and groups 
than in the case of others. 


Record of Automobile Industry 


rqnHE automobile industry is a conspicu- 

ous example. More than 1300 firms 
started in the business with larger or small- 
er amounts of capital and with the varied 
ideas of different inventors; less than a 
score have survived. On the basis of the 
historical record we can now say that the 
probability of success of one of the original 
companies was only 1 or 2 in 100; but at the 
time the probability could not have been 
evaluated. The promoters were blessed 
with an optimism that made them feel al- 
most certain of success and induced them 
and their backers to risk time and money. 


The public now sees the large profits made 
by some of the survivors, but forgets the 
losses suffered by the hundreds of other 
companies. These losses were spread among 
thousands of inventors, promoters, and 
stockholders, who went into the ventures of 
their own free will. Who can say that some 
of them may not have gotten enough pleas- 
ure out of their pioneering and their en- 
thusiastic dreams to offset to some extent 
their financial losses? In any case, they 
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We believe the present uncertainty 
over reconversion is an indication of 
the indispensability to institutional and 
conservative individual investors of 
complete and dependable information 
on fundamental business trends. Our 
research is keyed to the needs of such 


investors, both as regards the general 





market situation and individual securi- 
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tinual security analyses. 





R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 








Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 





208 


served a social purpose: their small-scale 
experiments tried out many possibilities of 
automobile design, production, and market- 
ing; the unsuitable ones were weeded out 
and the fittest survived to the public’s ad- 
vantage. 


General Motors and Planning 


HE desirability of continued diversifica- 

tion of planning in this industry, now 
long past its pioneering stage, is well illus- 
trated by the organization of its largest 
unit, General Motors Corporation.2 The 
several operating divisions of this company 
have very considerable autonomy in their 
own planning and control of design, produc- 
tion, and sales, even competing with one an- 
other to a not inconsiderable extent. At the 
same time, they learn from one another’s 
successes and failures through interdivi- 
sional committees on various functions, such 
as purchasing, operations, and sales. The 
executive committee of the corporation ex- 


2. Cf. Paul B. Coffman, *“lesting for Ability in Man- 
agement,” Harvard Business Review, April, 1932, 
(esp. p. 270) and “Management, the Spark that 
Runs GM,” Investor’s Reader (published by Mer- 
rill Lynch, Pierce, Fenner & Beane), Apr. 11, 1945. 
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ercises general control of policies and coor- 
dinates the operations of the divisions; it is 
aided in judging their success by well-or- 
ganized budgets and records. But the man- 
agement believes that the organization is 
too large for extreme centralization. 


Effect of Government Planning 


OW let us assume (and it is not an ex- 
i N treme case when compared with the 
minutely-detailed regulations of govern- 
ment agencies that can be found in almost 
any issue of the daily Federal Register) 
that the design of a universal automobile 
model is to be decided by planners in Wash- 
ington, not by a number of independent 
auto manufacturers as is now the case. In 
view of the “flop” models that have been 
produced from time to time by commercial 
companies it is not unrealistic to assume a 
failure might be expected about once in ten 
years and the car-buying public would have 
to accept an inferior product in that year. 
If, however, as is the actual case, new-model 
decisions are made by 10 or more companies, 
it is almost impossible that every company 
would make a mistake in the same year, and 
the public would always have several good 
models from which to choose. 


If we could count on all-wise central plan- 
ning, it might be a splendid thing. But we 
cannot. The success of plans is always a 
probability, never a certainty. And the cost 
scale is appalling. “The bigger they are, 
of mistakes when made on a country-wide 
the harder they fall.” If a corporation like 
General Motors does not dare risk central- 
ized planning, should not the United States 
Government be even more wary of it? 


Moreover, there is the important problem 
of securing able administrators. in time of 
war, the Government, if it so desires, can 
count on obtaining the services of its ablest 
citizens, who will come to its aid from mo- 
tives of patriotism, regardless of the fact 
that private industry is usually in a position 
to give them greater reward. General Mot- 
ors, for example, has ten officers who each 
receives more salary than the President of 
the United States. In time of peace, eco- 
nomic motives resume sway, and the Gov- 
ernment may not be able to employ the best- 
qualified men for all jobs. Let us waive 
that point, however, and assume, for the 
sake of argument, that in peacetime the 
Government can secure for its planning or- 
ganizations men of the same caliber as those 
who are doing the planning for the leading 
corporations. 





If Washington takes over planning on a 
large scale, the country must be prepared 
for the life of a gambler, or perhaps rather 
of a gambler’s wife, who cannot control her 
husband’s ventures but must share his pro- 
gress from rags to riches and back again. 
Successful plans by a central authority 
might bring great benefit to the country, 
but unsuccessful ones, carried out on a na- 
tion-wide scale, might be disastrous. When 
a gambler goes broke, perhaps old friends 
or public charity will assure that his family 
does not starve; but who is to help the na- 
tion if it gets into trouble? 


Risk is Spread in Free Enterprise System 


T seems clear that centralized planning 

may bring extreme results of success or 
failure, whereas diversification of planning 
will tend to narrow the spread and make for 
greater stability. When an individual com- 
pany makes a mistake, the loss falls on a 
relatively small number of people, chiefly 
management and stockholders. The capitalis- 
tic system, criticized by its opponents as 
bringing large unearned profits to a few, is 
also a system by which the cost of unsuc- 
cessful experimentation is borne to a large 
extent by groups that, whether wisely or 
not, elect to take the risk. 


Is it not better for the country as a whole 
to encourage such experimentation and risk- 
taking by allowing some opportunity for 
profit, than to let Washington planners risk 
the property and welfare of the whole coun- 
try by large-scale experiments? Instead of 
costs of experimentation, of inefficiency or 
of loss, being borne by investors ef their 
own free will, are we to force taxpayers— 
the public—to pay them? That is the price 
of centralized political planning. 


a) 


Reports for Your Beneficiaries 


Many corporations are now issuing annual 
reports or yearbooks that tell both a pertinent 
and readable story of their operations and 
present a picture in word and illustration, of 
the accomplishments and public contributions 
of private enterprise. These are sent to all 
stockholders — except where a trustee is 
holder of the title to equities. It would seem 
a good public relations idea for trust depart- 
ments to advise corporations (or those with 
important and interesting reports) of the 
names of beneficiaries for whom they hold 
such investments. The companies would be 
glad to oblige by mailing them and the trustee 
would be extending the readership of these 
stories of American business, 
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Investment of New Trust Money 


Recently Trusts and Estates put the fol- 
lowing question to the investment officer of 
trust institutions in New York City: 


“How are you investing new fully dis- 
cretionary, sole trustee accounts of $200,- 
000 or less, without special consideration 
of the beneficiary’s other property or in- 
come tax position?” 


The tabulation below reveals a fairly uni- 
form pattern of diversification. 


Pref. Common 
Govt. Rail eOtitiey Indust. — Rail Utility Indust. 
23 10 12 10 14 — — 30 
—53—- 7 ——33 
30 5 5 10 20 10 
35 10 5 — 10 5 
10 10 10 15 10 
15 — 5 10 15 
5 20 — 10 5 
— 10 10 30 5 
20 — 15 15 3 


*This bank allots 6% for mortgages and real estate; 1% 
in cash. 
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Where There’s A Will... 


ONGINES-WITTNAUER WATCH COG.’S 
chairman, Morris Guilden, bequeathed 

his stock in the company to such persons as 
his brother shall select, not excluding him- 
A legacy of $50,000 or one-tenth of 
the estate exclusive of the watch company 
stock, whichever is less, is to be divided one- 
third to the Federation of Jewish Charities, 
one-third to the American Fund for Pales- 
tinian Institutions, and one-ninth each to 


the American Red Cross, and such Catholic 
and Protestant charities, respectively, as the 
executors of the will shall select. 


Of the rest of the estate, one-quarter each 
is given to Mr. Guilden’s nephew, a cousin 
(with the request that he continue the same 
benefactions “he knows me to have made 
during my lifetime”), cther first cousins on 
the maternal side, and the abovenamed char- 
ities in the proportions indicated. The 
brother is named executor, with Central 
Hanover Bank and Trust Company of New 
York as contingent and successor executor. 





Your Representative 
in Connecticut 


We invite you to call upon this 
institution . . . Connecticut’s 
oldest and largest bank .. . 
when you desire a representa- 
tive in this state thoroughly 
competent to assist you in any 
fiduciary capacity. 
Established 1792 
Resources over $175,000,000 


Hartford National 
Bank & Trust Co. 


HARTFORD, CONNECTICUT 
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UBLIC ADMINISTRATOR OF ES- 

TATES James F. Egan of New York 
County left a will executed before his sec- 
ond marriage. With the exception of per- 
sonal effects, his entire estate is left in trust 
to pay the income quarterly to his daughter 
by the first marriage. During her minority, 
the trustees are directed to accumulate so 
much of the income as in their judgment is 
not necessary for her maintenance and edu- 
cation, the accumulations to be paid to her 
upon reaching majority. If the income pay- 
able to the daughter in any one quarter does 
not equal $650, the trustees are to make up 
the deficiency out of the principal, deducting 
such amount from the income exceeding 
$650 in any quarter. The trustees are also 
authorized to pay her all or any part of the 
principal if they deemed such payment in 
the best interests of the beneficiary. 

Upon the daughter’s death, the trust fund 
is to be disposed of as she may appoint by 
her will, and, in the default of appointment, 
to her issue, the share of any minor to be 
held in trust until majority, with an ac- 
cumulation provision similar to that for the 
daughter. Mr. Egan’s brother and a friend 
were appointed executors and trustees, with 
the Empire Trust Company of New York as 
contingent and successor executor and trus- 
tee. All three have renounced their ap- 
pointments in favor of the widow as ad- 
ministratrix with the will annexed. 


ATTHEW S. SLOAN, chairman and 

president of Missouri-Kansas-Texas 
Railroad Co. and a key figure in New York’s 
electric light and power industry, named the 
Guaranty Trust Company of New York co- 
executor of his will ... ROBERT E. HOR- 
TON, authority on hydraulics and former 
president of the American Meteorological 
Society, appointed the National Commer- 
cial Bank and Trust Company of Albany, 
N. Y., executor and trustee under his will 
... ELMER J. BLISS, founder of the Regal 
Shoe Co., designated the State Street Trust 
Company of Boston co-executor and co- 
trustee of his will. 


Gross trust department earnings of Virginia 
state banking institutions for 1944 totalled 
$420,377, representing slightly more than 3% 
of total operating earnings of all the banks 
including those without trust departments. 





TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


CREATING ESTATES UNDER 
CURRENT CONDITIONS 


the past there have been four major 
methods of creating or acquiring the 
capital which comprises the family estate: 


(a) Surplus annual income of the indi- 
vidual 

(b) Appreciation in the market value of 
capital assets 

(c) Pyramiding surplus account in a bus- 
iness enterprise 

(d) Inheritances and gifts 


Although still available to us, a mere read- 
ing of these sources, in the light of current 
tax and economic conditions, makes it self- 
evident that they are “not what they used 
to be.” Let us briefly examine each. 


Surplus Income: The total income of the 
individual is usually represented by earn- 
ings in the form of salary and commissions, 
and dividends and interest on capital invest- 
ment. This gross income, under present 
conditions, disappears at an alarming rate 
of speed. The first thing out is the high in- 
come tax. Next comes the inflated cost of 
living. If there is anything left (and that 
will be further reduced if our estate creator 
must liquidate old debts) such surplus in- 
come would become family capital and could 
be invested in capital assets. But if invest- 
ed in securities producing current dollar in- 
come, such income itself will be subject to 
taxation at the highest applicable rates of 
tax after adding it on top of the taxpayer’s 
other income. So we have a vicious cycle 
as to income and outgo. 


Appreciation in Market Value: If a capi- 
tal asset appreciates in value, and the owner 
makes a sale, he is faced with a sizable gains 
tax, if a long-term asset, or with the regular 
income tax on the profit, if a short-term as- 
set. But what chance appreciation? The 
earning power of a capital investment is a 
major factor in setting its market value. 
The value of a common stock reflects the net 
earning power of a corporation. When most 
of its earnings are taken away in the form 
of taxation and higher labor costs and price 
ceilings are still imposed, there is little left 
for distribution to the stockholders. 


Real estate cannot increase in market 
value very much if property taxes go up and 
rents are frozen at a low level. Fixed dollar 
investments, such as bonds and preferred 
stocks, can allow little appreciation in value, 
as here the market value is primarily gov- 
erned by the fixed face amount of the secur- 
ity. Of course, for those who predict fur- 
ther inflation, the market value of equity 
investments will be reflected in a greater 
number of dollars, but the diminishing pur- 
chasing power of these dollars could result 
in a meaningless profit. 


Pyramiding Surplus Account in Business 
Enterprise: The value of many business en- 
terprises has increased through the years 
because of the retention by the enterprise of 
a portion of each year’s earnings in the form 
of an increased earned surplus account. But 
today this is no longer generally true. Ifa 
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corporation is so fortunate as to have any 
net earnings after taxes and adds such net 
earnings to its surplus account instead of 
paying them out as dividends, it may be 
“suspect” by the tax department of having 
accumulated surplus beyond the reasonable 
needs of the business, for purposes of avoid- 
ing the individual surtax on the stockhold- 
ers. If it loses the decision, the corporation 
is then faced with the imposition of a pen- 
alty surtax over and above its regular taxes. 
Then, even after having paid the penalty, 
such retained net earnings would still be 
taxed to the stockholders at such later time 
as a distribution takes place. Therefore, 
most corporations consider themselves 
forced to pay out most or all of their net 
earnings as dividends to stockholders. Their 
earned surplus account thereby becomes 
frozen in size. 


Inheritances and Gifts: Today capital 
transferred at death or by gift is subject to 
heavy estate or gift taxes. In addition the 
estates of individuals are subject to other 
heavy shrinkages caused by such factors as 
a forced sale of assets in an unfavorable 
market in order to raise cash to pay estate 
obligations. Moreover, there is less inclin- 
- ation to make gifts during lifetime because 
prospective donors have less capital with 
which to deal. 


In light of the foregoing the best the per- 
son who is along in years can hope for is to 
be able to conserve such capital which he 
now possesses. 


But our main concern is with the younger 
man who is starting out on his business 
career. What chance does he have? He 
has served in the armed forces, where there 
was hardly an opportunity to create an es- 
tate. Even with the war over his financial 
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position may not be too greatly improved in 
view of the above analysis. If, then, he is 
going to leave an estate for the protection 
of his wife and children at his death, no 
matter when that occurs, there is generally 
one financial vehicle available to him—life 
insurance. It is only by this means that he 
will be able to buy estate capital to be de- 
livered at the exact moment of death. For 
himself it may be possible to build up cur- 
rent savings in addition to his cash values 
in life insurance, only if we have a return 
to thrift—not only on the part of the indi- 
vidual, but more particularly on the part of 
government. 


INTER-FAMILY GIFTS AND 
TAX SAVING 


LTHOUGH upon the death of the donor 
an estate tax is saved on all properly 
completed gifts, it does not always follow 
that companion income and capital gains 
taxes will also be saved during the lifetime 
of the donor. This is governed by the type 
of property originally selected by the donor 
for purposes of the gift. 


Income Tax: If the donor’s taxable in- 
come is larger than that of the donee, the 
gift should be of assets with the highest in- 
come yield in relation to market value. The 
primary tax saving in this situation is an- 
nual income taxes. Therefore, it may be 
possible to select investments which have a 
comparatively low market value for gift tax 
purposes, but that would transfer a larger 
amount of income than other assets with a 
higher market value. 


Capital Gains Tax: If the donor owns an 
investment in which he has a capital gain 
which could be taken at lower rates by the 
prospective donee, then such property should 
be included in the gift. Any gain on a sub- 
sequent sale would be taxable to the donee. 


Estate Tax: If the donee’s income is 
larger than that of the donor, assets pro- 
ducing no taxable income (such as a resi- 
dence) should be donated. Here the saving 
shows up only in the estate tax upon the 
death of the donor. 


In certain situations, it is possible to ef- 
fect important estate tax savings by mak- 
ing a gift of life insurance policies. The 
cash value of the policy is subject to the gift 
tax but the estate tax is saved on the face 
amount of the insurance. However, it is 
necessary to make.use of life insurance poli- 
cies on which the insured has paid only a 





few premiums since the portion of proceeds 
of the policy which would not be taxed in his 
estate would be only the pro rata amount 
represented by the premiums paid by the 
donee. 


IMPORTANCE OF REVOCABLE 
LIVING TRUSTS 


T is generally estimated that expenses in- 

curred through transferring property at 
death total about 5% of the gross value of 
the estate. With taxation rapidly approach- 
ing the point of confiscation, it is essential 
that the estate owner take advantage of 
every possible step that will make the “net” 
as large as possible for his heirs. One of 
these possibilities is the use of the Revoc- 
able Living Trust. 

In addition to saving this expense, such a 
trust avoids interruption in the continuity 
of management and the flow of funds to 
beneficiaries at the owner’s death. More- 
over, the publicity of intimate family finan- 
cial affairs, attendant on the probate of a 
will, is lacking in the case of a living trust. 

By singling out certain assets today and 
placing them under a properly planned re- 
vocable living trust, reserving to himself all 
the income and the right to withdraw prin- 
cipal, and the right to alter or revoke the 
agreement, the creator of the trust gains 
important advantages even during his life- 
time. For one thing, a living trust carries 
with it the maintenance of more complete 
and proper records, as well as a better ser- 
vicing and protection of assets, especially if 
a trust company is the trustee. Still more 
important, a properly planned living trust 
provides its creator and his family with ex- 
pert services that may result in other econ- 
omies while he is living. 
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A revocable living trust is neither intend- 
ed to nor does it accomplish any savings in 
estate and inheritance taxes upon the death 
of its creator. It is designed primarily for 
conservation, protection and efficiency. 


New Life Insurance Up 


New life insurance for July was 10.2 per 
cent more than for July of last year and for 
the first seven months of this year was 4.6 
per cent greater than for the corresponding 
period of 1944, according to the Life Insurance 
Association of America. For July, Ordinary 
insurance showed an increase of 10.6 per cent, 
Industrial insurance a decrease of 3.2 per cent, 
and Group insurance an increase of 26.6 per 
cent. 


The statement aggregates the new paid-for 
business — not including revivals or increases 
— of 39 United States companies having 80 
per cent of the total life insurance outstand- 
ing in all United States legal reserve com- 
panies. 


New ordinary life insurance totalling $316,- 
759,000 was sold in Canada and Newfoundland 
during the first half of 1945, according to 
the Life Insurance Sales Research Bureau. 
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Investment Company Portfolio 
Statistics 


Investment companies as a group held ap- 
proximately the same amount of total assets 
in cash or its equivalent on June 30 as was 
held three months previously, according to a 
study issued last month by the National Asso- 
ciation of Investment Companies. Total cash 
and U. S. Government bond holdings of the 
30 largest broadly diversified funds amounted 
to $99 million on June 30 this year, versus $97 
million on March 31. Total assets of the 30 
funds during the second quarter increased from 
$1,096 million to $1,214 million. 


Railroad stocks and bonds, and public utility 
preferred and common stocks accounted for a 
large part of the securities in which purchases 
predominated. Nine railroad stocks and bonds 
were bought on balance by at least three of 
the 30 companies whose portfolios were anal- 
yzed. Louisville & Nashville stock was pur- 
chased by six funds and there were no sales. 
Baltimore & Ohio bonds were bought by five 
funds and sold by one. Purchases also predom- 
inated in the common stocks of Southern Rail- 
way, Pennsylvania Railroad, Southern Pacific, 
Baltimore & Ohio and Canadian Pacific, and in 
Northern Pacific and Chicago, Rock Island 
bonds. At the same time, the common stocks 
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of Atchison, Topéka & Santa Fe and Chesa- 
peake & Ohio were sold on balance, as were 
the bonds of Chicago, Milwaukee, St. Paul & 
Pacific System. 

Public utilities represented in the list of 
securities in which purchases predominated in- 
cluded North American, Public Service of New 
Jersey, National Power & Light, United Light 
& Railways and American Light & Traction 
common stocks, and the preferred stocks of 
Commonwealth & Southern, Tennessee Gas & 
Transmission and Electric Bond & Share. 
Selectivity of buying, however, was indicated 
by the fact that United Gas Improvement com- 
mon stock and American & Foreign Power pre- 
ferred stocks and bonds were sold on balance 
in the same period. 

Sales were scattered among a number of in- 
dustries. Eight funds sold Deere & Co. and 
two purchases were recorded. The greatest 
unanimity of action was shown in the case of 
Pepsi-Cola, which was sold by seven funds 
and purchased by none. These two stocks also 
headed the list of stocks predominantly sold 
during the first quarter this year. 

Oil producing and refining company shares 
were sold on balance, although in nearly every 
case at least one purchase was also recorded. 
Stocks in which sales predominated were 
Socony-Vacuum, Standard Oil of New Jersey, 
Pure Oil, Phillips Petroleum and Standard Oil 
of Indiana. 

The list of stocks held by the greatest num- 
ber of investment companies as of June 30: 


No. of 
Funds 
Holding 
Stock Name of Stock 


22 North American Co, __.... 
22 Standard Oil (N. J.) _. 
Montgomery Ward 
General Motors —........_... 

Chrysler Corporation 

E. I. duPont de Nemours _. 
Kennecott Copper 
Socony-Vacuum Oil 
International Nickel 

Sears Roebuck 


Since the 30 funds included in this study all 
follow a policy of investing chiefly in common 
stocks and other equity-type securities, the 
most widely held bonds on June 30 were, as 
might be expected, mainly those of reorganiza- 
tion railroads. Twelve funds held Missouri 
Pacific System bonds with a total face amount 
of $10,756,000. Also included in the 10 most 
widely held were bonds of Chicago, Milwaukee, 
St. Paul & Pacific System, Baltimore & Ohio, 
St. Louis-San Francisco, New York, New 
Haven & Hartford, Chicago-Rock Island and 
Chicago & North Western. Public utilities 
were represented by Associated Gas & Electric 
System, American & Foreign Power and Cities 
Service. 


No. of 
Shares 
Held 


1,300,300 
205,700 
288,200 
189,200 
136,200 

63,700 
175,100 
481,300 
203,700 
124,600 





PENSION FUND VALUATION 


Modern Presentation of Range of Costs 


LT. ROBERT J. MYERS 


HE literature on pension fund valua- 
tion has paid far more attention to 
other actuarial methodology than to the 
procedure in choosing assumptions under- 
lying such basic factors as salary scales, 
interest rates, and decremental contingen- 
cies (mortality, disability, withdrawal, and 
retirement). From a practical viewpoint a 
slight variation in the choice of assump- 
tions will produce more financial effect 
than the difference due to using crude but 
adequately accurate techniques rather 
than extremely refined, painstaking ones. 
Unlike actuarial valuation of life insur- 
ance company liabilities, there are no rigid 
bases for mortality and interest rates pre- 
scribed by law for pension fund valuations. 
Two equally competent actuaries with dif- 
fering backgrounds working independent- 
ly might well obtain entirely different val- 
uation results for a given pension plan, 
whereas in respect to an insurance com- 
pany under a specific state law they would 
arrive at very close to the same answer 
(although possibly varying greatly as to 
the desired amount of contingency re- 
serves). Thus, in valuing pension funds 
great reliance is placed on the opinion of 
the actuary as to the proper assumptions 
to make in regard to basic factors. Al- 
though some elements such as mortality 
are subject to reasonably close forecasting 
(but there is even some doubt as to this for 
periods in excess of a few decades), many 
elements are relatively unpredictable. For 
instance, in the last three or four years 
there has been an increase of from one- 
third to one-half in average annual wages. 
Following traditional actuarial practice 
the pension fund actuary in making his as- 
sumptions generally chooses what he be- 
lieves to be the single set of assumptions 
which are most reasonable, although usual- 
lv his belief is weighted to some extent by 
natural actuarial conservatism toward 
higher cost factors. Then having made the 
basic underlying assumptions, the actuary 
proceeds with the valuation by carrying 
forward very carefully developed and pre- 
cise techniques. 


From paper prepared for Actuarial Society of Amer- 
ica. 


Possible Ranges in Cost 


The ranges in cost which arise from a 
variation in assumptions may well be illus- 
trated quantitatively for a simple example. 
For an assumed pension plan there will be 
studied the change in the level cost for new 
entrants arising from varying each of sev- 
eral cost factors from an “original” set of 
assumptions (each variation in this exam- 
ple producing higher costs than the “orig- 
inal assumptions”). The pension plan is 
non-contributory and has the following 
provisions: 


a. Minimum retirement age of 65. 


b. Pension of 2 percent of final pay. per 
year of service, payable monthly. 


c. No death or withdrawal benefits. 


The “original” and “alternative” cost 
assumptions are: 
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Cost factor 


Interest Rate 3% 
Mortality 
Entry Age 25 
Retirement Age 68 
Withdrawal Rate 
Wage Scale 


“Original” 


U. S. White Males 1939-41 


40% at end of tenth year 
Level 
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“Alternative” 
24% 
Standard Annuity, Male 
30 
67 
20% at end of tenth year 
Increasing by 1% of initial 
salary per year 





The character of the assumptions has been 
simplified (so as to simplify the computa- 
tions) by assuming average effective entry 
and retirement ages rather than frequency 
distributions as would be used in an actual 
valuation. For the same reason the with- 
drawal scale has been taken to be a single 
rate applying at the end of the tenth year 
of employment rather than rates for each 
attained age and length of employment. 
The resulting level costs as a percentage 
of payroll are shown in the following table 
for the “original” assumptions and for 
varying each of the “alternatives” assump- 
tions separately and then all together. The 
wide ranges resulting from the two sets of 
assumptions is clear evidence of the nat- 
ural lack of certainty in predicting costs. 


Summary of Level Costs for Varying 
Assumptions for Hypothetical 
Pension Plan 
Level Cost 
as Percent 
of that for 
“Original” 
Assumptions 


Level Cost 
as Percent 
of Payroll 


Cost Factor 
Varied 


“Original” Assumptions 
4.18 

“Alternative” Assumptions 
Interest Rate 4.98 
Mortality _ 5.45 
Entry Age 4.61 
Retirement Age 4.61 
Withdrawal Rate 4.80 
Wage Scale ___... 5.47 
10.93 


SINCE 1889: 


100 


119 
130 
110 
110 
115 
131 





reliable banking and trust service . 


—In Delaware 
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Traditional Method of Valuation 
Presentation 


Very frequently following traditional 
practices the computations are made along 
the lines of determining the so-called “un- 
funded accrued liability’ on account of 
present employees and pensioners. There 
are several different concepts as to the 
meaning of the term “accrued liability.” 
It is often defined as the difference be- 
tween (1) the present value of future bene- 
fit payments to present employees and pen- 
sioners and (2) the present value of future 
contributions to be paid by these employees 
plus the present value of future contribu- 
tions to be paid in respect to these employees 
by the employer (at the rate the employer 
contributes for future new entrants plus 
accumulated funds on hand.) From this 
there is then determined the additional cost 
to the employer for taking care of the ac- 
crued liability (over a short interval of 
time, over a long interval of time, or over 
perpetuity by merely “paying interest” on 
such accrued liability). In addition there 
is derived the cost (expressed as a percen- 
tage of payroll) for future new entrants. 


In all too many instances these costs are 
presented as being completely precise. Fre- 
quently, and too often, the published figures 
are carried out to the nearest dollar (even 
though the total accrued liability may run 
into millions of dollars), and the percentage 
of payroll required to support the plan has 
been carried out to three or more decimal 
places. Such a procedure is not only rather 
unrealistic but also mathematically unsound 
since the assumptions usually have only two 
or three significant figures in themselves so 
that any end-product arising therefrom 
should not be developed to such an appar- 
ently greater degree of precision. 


A Modern Valuation Approach 


By all this appearance of precision the 
actuary tends to some extent to confound 
the administrators of the pension fund and 
its participants. Often such definiteness 
seems to be demanded of the actuary, and 
likewise the failure to set forth the limita- 





tions of the figures presented may be 
charged to such demands. Nevertheless, in 
acquiescing to such demands the actuary 
must bear a large part of the responsibility 
for any resulting awkwardness arising. The 
modern approach to pension fund valuation 
to be expressed hereafter makes the basic 
assumption that it is to both the actuary’s 
and the public’s interest to present the most 
realistic possible valuation report. 

First, in regard to the choice of basic as- 
sumptions, this modern approach considers 
that it is impossible to make an accurate 
prediction of many of the cost factors in- 
volved, especially when it is considered that 
the calculations cover such a long period in- 
to the future. Therefore, rather than pre- 
senting only one single estimate based on a 
single series of assumptions, at least two 
separate valuations should be prepared. 
From a practical standpoint it will probably 
be possible to make only two such estimates ; 
one based on a series of low cost assump- 
tions, the other on high cost assumptions. 
These assumptions should be clearly defined 
and their implications discussed in the text 
of the report. They should not and cannot 
be chosen so as to represent the absolute 
minimum or maximum possible (and like- 
wise this fact should be brought out), but 
rather should give a sufficiently wide spread 
in cost range so that pension fund adminis- 
trators would have some definite indication 
of the direction in which costs are headed. 
Quite naturally with the range in cost .as- 
sumptions, the presented figures would not 
attempt to appear to be so precise as being 
to the nearest dollar but rather would be 
rounded off to a reasonable degree. 


Presentation of Results 


It would seem highly desirable to supple- 
ment, if not replace, the traditional exhibits 
of accrued liability and cost as percentage 
of payroll (after bringing out the range in 
such figures) by year-by-year projections of 
income and outgo to the fund, again on a 


range basis. This latter method of presen- 
tation can be quite readily grasped by the 
layman; it is unfortunate that most actuar- 
ial valuations avoid this procedure. Pos- 
sibly this omission is made not because there 
are some difficulties in making the compu- 
tations, but because the actual events of the 
next few years after the valuation may ap- 
pear to indicate that the actuary had done a 
poor job; on the other hand, the differences 
between actual and estimated experience are 
never so obvious for the accrued liability 
method. 
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This “disadvantage” of a possible varia- 
tion between the estimate and future actual- 
ity may be avoided, or at least lessened, by 
showing all cost estimates as a range. Even 
if the actual experience does not fall within 
the range, the method of setting forth the 
valuation results will have indicated that the 
figures are only estimates. 


The proposed dual system of valuation 
presentation should cause no difficulties in a 
practical case where specific financial recom- 
mendations must be made. From the range 
of possible costs presented, the actuary may 
well suggest what he believes to be the most 
desirable figure to use for determining cur- 
rent annual appropriations required. But 
the administrators, considering fiscal policy, 
may decide upon a different course of action. 
The clear exposition of the underlying as- 
sumptions and their significance along with 
the range of the cost estimates will give 
them some basis for a current course of ac- 
tion, which may be varied in the future as 
new experience develops. Any attempt to 
choose the lowest cost figures for ‘“‘economi- 
cal,” political, or other reasons will be sharp- 
ly spot-lighted by the range picture, where- 
as a downward deviation from a single es- 
timate would have less evident measure of 
its significance. 


From a short-range viewpoint the adop- 
tion of this modern approach to pension 
fund valuation might at first make it diffi- 
cult to convince administrators that actuar- 
ial advice and computations are necessary 
since no single specific numerical answer is 
given. However, from a long-range stand- 
point, it would seem far more advisable to 
present valuations which adequately list 
their limitations and which will be of real 
service to administrators, who must be edu- 
cated to realize that our computations are 
the best possible informed estimates and not 
absolute, unchangeable ultimatums. 





War Gains in Securities 


An upsweep in the prices of stocks and bonds 
during the forty-four months and seven days 
that the United States was at war is report- 
ed by The Associated Press, which give com- 
parisons of its price averages for the two pe- 
riods. The sixty selected stocks used in the 
compilation advanced $26.50 a share between 
Dec. 8, 1941, and Aug. 14, 1945. The largest 
increase was in the industrials, which moved 
from an average of $55.20 to $85.70, a net 
gain of $30.50 on a share. The rails moved 
from $24.60 to $38.90, and the utilities from 
$28 to $46. 


In the bond group, twenty rails advanced on 
the average $38.60 for each $100 bond, or from 
$60.30 to $98.90. Industrial bonds averaged a 
little lower in the period and only nominal 
gains were scored by the utilities and low- 
yield issues. 


The accompanying table gives a few of the 
stocks and bonds making the most notable ad- 
vances. It represents issues traded regularly 
on the New York Stock Exchange in which the 
capitalization remained unchanged during the 
war years. 
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Stocks 


Price 
12/8/41 8/14/45 


American Cable & Radio 1% 11% 
American Viscose 24% 53% 
American Woolen 5 19% 
Commercial Credit . 20% 451% 
Nash Kelvinator 3% 19% 
New York Central __..___. 8% 24% 
Packard Motor -_..._.. ae 2% 7 
Southern Railway ______ . 15% 42% 
Stewart Warner 4% 

Eastern Air Lines _. 30% 

Eastman Kodak 138% 

Goodyear Tire 14% 
Johns-Manville 57 

American Bank Note 6% 
International Telephone __. 2 

Curtis Publishing — 5% 

Southern Pacific 10% 

Union Face 66 


Company 


Rail Bonds 


Baltimore & Ohio 4s 

St. Paul 5s of 1975 

Rock Island 4s ae ee 
Intl. Great Northern 5s __ 
M-K-T adjustment 5s 
Missouri Pacific gen. 4s 
New Haven 4s 1957 

Peoria & Eastern income 4s 
St. Louis-San Francisco 5s 
St. Louis Southwest. rfg. 5s 
Seaboard stamped 4s _. 


Current Articles 


Is the Income of a Maintenance Trust Tax- 
able to the Settlor? by Emily Marx — Taves, 
September. 

Charitable Remainders and the Right to In- 
vade Principal, by Edward T. Roehner — 
Taxes, September. 

Partnerships and Close Corporations, by A. 
S. Fedde — N. Y. Certified Public Accountant, 
June. 

Employee Benefit Plans, by Harry Krueger 
— The Spectator, August. 

Tax Returns of Decedents, by 
Holzman — Tax Topics, July. 

Requirement of Notice for Probate of Will 
or Grant of Letters of Administration — Mich- 
igan Law Review, June. 

Jurisdiction to Tax Tangible Movables, by 
William H. Page — Wisconsin Law Review, 
March. 

New Indiana Rule Against Perpetuities, by 
Lawrence I. Ferguson — Notre Dame Lawyer, 
June. 


Robert S. 





TAXATION OR INFLATION 


HARLEY L. LUTZ 
Professor of Public Finance, Princeton University 


VAXATION is the taking of private 
‘| wealth for public purposes. Inflation is 
the creation of purchasing power through an 
expansion of the media of payment. Since 
private business is conducted largely on a 
credit basis, it is possible to get a certain 
degree of inflation through private credit 
expansion as well as through governmental 
borrowing. There are two important rea- 
sons, however, why private credit inflation 
can never be as serious as public credit infla- 
tion. 

First, business borrowers are constantly un- 
der obligation to validate the credits which they 
create. That is, they use the proceeds from the 
business done with the help of the credit ac- 
commodation to retire the debt. Government 
has no such obligation. On the contrary, it 
can force the people to accept the credit media 
created by its borrowing operations and to 
accept any or all extensions of maturity dates. 
Government can also convert its debt into paper 
money which has no maturity date. 

Second, the volume of private credit infla- 
tion tends to be regulated by the borrowers’ 
prospects of validation through repayment. It 
is normal that expanding business operations 
should involve a larger scale of credit; but the 
leaders are always free to curb the expansion 
by charging higher interest rates and by cur- 
tailing lines of credit when there appears 
to be danger of over-extension. Because of 
the governmental power to create money, and 
in recent years because of the governmental 
control over interest rates, no comparable free 
market test of the proper amount of public 
borrowing is possible. 

When a decision is made to defray a part 
of the cost of government by resort to loans 
rather than by the levy of taxes, the usual 
argument in defense of such a course is that 
taxation on the scale required would be too 
burdensome. The idea is that by providing 
funds through the inflation of bank credits and 
the currency it is possible to spare the people 
the burdensome consequences of taxation. 


This is an illusion, the attraction of which 
is largely attributable to the fact that taxation 
reduces the money in pocket while inflation 
increases the amount, but reduces the value, 
of the money in pocket. Thus, by paying gov- 
rmmental costs with purchasing power pro- 
vided through an inflation of credit rather 
than through taxation, the onus of burdening 
the citizens can be shifted from government, 
where it would fall if taxes were levied, to the 


producers of goods and the operators of mar- 
kets. 


In other words, inflation involves burdens as 
does taxation. In this respect it is much like 
taxation. In the broadest sense it may be call- 
ed another form of taxation, in that it is a 
means of taking private income or wealth 
for public purposes without the obligation to 
give an equivalent value to the individual. 


It does not follow, however, that taxation 
and inflation are more or less on a par as 
methods of financing government. Taxation 
is infinitely superior. One reason for this 
superiority is that taxes, even bad taxes, are 
imposed according to certain rules of pro- 
cedure. Whether one agrees or not with the 
philosophy underlying particular taxes, the 
officials who administer these taxes are always 
guided by definite rules and regulations, the 
objective of which is. to assure a distribution 
of the tax burden among individuals in ac- 
cordance with the terms of the tax law. Fur- 
thermore, there is always provision for review 
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of tax assessments and for the relief of tax- 
payers who can show that the terms and con- 
ditions of the tax law were not properly and 
reasonably applied in their respective cases. 


There is no order, no systematic apportion- 
ment of the burdens under inflation, There is 
no relief procedure, and no means of protect- 
ing the people against its incidence, except a 
despotic governmental control of all prices and 
incomes. Such control would need to be truly 
despotic in order to prevent the rise of black 
markets in which the inflation would have full 
sway, and it would necessarily extend to so 
many aspects of private and personal affairs 
as to involve the loss of individual freedom. 
This would be a terrific price to pay for the 
escape from taxation. 


The conclusion of the matter is that the 
people must carry the cost of government as a 
current burden, however the funds may be 
provided for paying the bills. The employees 
and the beneficiaries of the state are supported 
by receiving a share of the goods and services 
currently produced. They obtain this share by 
spending the money incomes received from 
government, and the government obtains the 
money to make these payments either through 
taxation or through some form of credit infla- 
tion. The larger the share of current product 
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that is absorbed by those whose purchasing 
power, as employees or beneficiaries is derived 
from government, the smaller is the remainder 
of that product to be divided among those 
whose incomes are not derived from govern- 
ment. The sharing may be accomplished 
through taxation or through inflation, but the 
important thing is this basic fact of sharing 
the current product. The whole course of his- 
tory and experience demonstrates that it is 
far better to use taxation than inflation for 
the purpose. 


Digested from The Tax Review, June 1945. 


Trust Funds Up 


In Massachusetts, state institutions held 
trust assets of $1,280,605,000 as of the mid- 
year date, a gain from the previous year’s 
figure of $1,231,595,000. Government, 
and municipal represented 26.48% of 
the portfolio, 50.05%, both 
slightly up compared with last year’s propor- 
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CUSHIONS ON DOWNSIDE 


JOHN KALB 


Adolph Lewisohn & Sons, New York 


N spite of the fact that we can-now see a 

sharp drop in employment and business 
activity, we do not see the major uncertain- 
ties which existed in the 1929 collapse or 
even in the 1920 depression. The existence 
of cushions on the downside to prevent a de- 
flationary spiral is of major significance to 
the income-longer term investor. 

Some of the cushioning forces are: 


. The tax cushion and tax cut expecta- 
tion. (Almost absent in 1920 and 
1929) 

. Unemployment insurance. 
in 1920 and 1929) 

. Guaranty of bank deposits. 
in 1920 and 1929) 

. Strength of corporate finances. (Con- 
siderably improved because of better 
and more modern management) 

. Savings by individuals. (Unprecedent- 
ed in amount) 

. Deferred demand for goods. (Unpre- 
cedented because of the more encom- 
passing war effort this time) 


(Absent 


(Absent 
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. Strength of financial institutions. 
(War debt being Government rather 
than private debt implies no institu- 
tional failures) 


. More social-minded business, govern- 
ment heads and Congress. (Implies 
much more spending than«in 1920 or 
1929, if necessary, towards stability 
in business, employment and_in- 
creased work opportunities) 


. Little price inflation. (Price defla- 
tionary potentialities much less there- 
fore than in 1920 or 1929) 


. Socialized speculation. (Little need to 
liquidate governmental debt, unlike 
private borrowings of 1920 and 1929) 

. No inventory accumulation. (So dif- 
ferent from national and internation- 
al conditions in commodities in 1920 
and 1929) 


. Foreign trade very low. 
1920 and 1929) 


(So unlike 


We do not say that these factors guaranty 
no trouble; there must be major shifts from 
war to peacetime production and employ- 
ment. However, the cushions imply no spiral 
on the downside, in that they remove fear of 
uncertainties. 


—In current Letter to clicnts 
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POLICIES FOR HIGH EMPLOYMENT 


FRED M. VINSON 
Secretary of the Treasury 


From a Labor Day Address 


F we are to think constructively, if we 
I are to act effectively, we must at the out- 
set recognize that periods of war, peace, de- 
pression, or boom are not ordained for us. 
We have much freedom of action. Our fu- 
ture must contain a good standard of living. 
That means not only a high level of income 
and economic security but also a social and 
political atmosphere in which we like to live. 
Many of the social interests that we desire, 
however, depend upon our own individual 
choices, providing that there is an economic 
level which permits their attainment. Hence, 
we have laid, in major part, the groundwork 
for good American living if we attain a 
sound and expansive economy. 

A sound and expansive economy includes 
a high level of income for every American; a 
high level of employment so that no worker 
who wants a job will long be out of a job. 
It includes a high level of production; a good 
market for our industrial and agricultural 
production. 

Industry must operate in an atmosphere 
that encourages expansion and development. 
We must have a tax policy, a loan policy, an 
anti-monopoly policy, that encourages expan- 
sion and development. 


Basis for High Wages 


The workers of this country must have not 
only high wages but also economic security. 
To have economic security, the worker must 
have assistance during periods of unemploy- 
ment and protection against prolonged unem- 
ployment. A program to alleviate unemploy- 
ment should include the broadening of unem- 
ployment compensation both as to coverage and 
amount of payments; a service during recon- 
version to help the right man to be at the 
right place, at the right time, in the right job; 
and the coordination of public and private ex- 
penditure. 

For the workers of this country to have high 
wages, industry must turn out a large volume 
at a reasonable profit. There must not be un- 
fair competition leading to the cutting of wage 
rates. Collective bargaining must be effective 
and must be carried on in an atmosphere of 
cooperation and good faith. 

In order that the farmer may have a high 
income, he must have a market at good prices 
for his produce. This means that industry 
must be running in high gear; this means that 
the workers must have full employment and 


good wages to be able to buy the products of 
the farm. 


Carrying Charge and Interest Rate 


If the value of our national product after 
the war is lower than it is now, and if interest 
rates remain at their present levels, the carry- 
ing charge of course will be a higher per- 
centage. In that event it will be more difficult 
to pay our expenses. We must be determined, 
therefore, that our national product and our 
national income shall be as high as our human, 
natural, and technical resources can make it. 
With a high product and income, our financial 
problems will be simplified; without it, they 
will be magnified. 

Interest rates determine the real burden of 
the debt. They should continue low for a long 
time to come. It is self-evident that this is 
in the interest of people as taxpayers. Not 
as evident, but just as valid, is that low inter- 
est rates — what the economists call a “cheap 
money policy” — benefits the people as con- 
sumers, as workers, and as citizens. Low in- 
terest rates, for example, will be an important 
factor in making possible the better homes, the 
better industrial plants, and the better public 
facilities which will make our country tomor- 
row more productive and a better place to live 
in. 


Tax Policy 


Although taxes will remain high, there will 
be improvements in our tax system such as 
simplification and the elimination of inequities. 
The modernization of our tax structure is a 
basic factor in the program to reach and 
maintain full employment. Taxes should be 
levied in such a way as not to deter business 
investment and the creation of jobs, because 
productive employment is the source of a high 
standard of living and of the revenue the Gov- 
ernment requires. 

Business investment, however, will be pro- 
fitable only if the great mass of consumers 
take home enough money in their pay envel- 
opes to buy the products of our expanded in- 
dustrial machine. Taxes should be levied so 
as not to burden mass markets and mass pur- 
chasing power, which are essential to prosper- 
ity for all of us. 

Tax burdens must be equitably distributed 
among all people in accordance with the tax- 
payer’s ability to pay. Tax programs must 
be integrated with an over-all fiscal policy 
designed to prevent inflation and deflation. 





MANAGING OUR ECONOMY 


RUSSELL C. LEFFINGWELL 
Director and Chairman of the Executive Committee of J. P. Morgan and Company, Inc. 


Excerpts from Yale Review, Summer 1945 


T is a mistake to think that business men 

can create employment if governments 
create deflation after this war; or that busi- 
ness men can avoid speculative booms if gov- 
ernments continue inflation after the war. 
Some believe that there is a tendency to- 
wards depression and unemployment in a 
budget surplus and public debt reduction, 
and a tendency towards recovery and full 
employment in a rising public debt and defi- 
cit financing. However, our experience be- 
tween the world wars does not support that 
theory. There was a budget surplus every 
year from August, 1919, to the end of 1930, 
and the public debt was reduced $10 billion, 
or more than 40%. This included the period 
of the great inflation which culminated in 
1929. The period of the Twenties, although 
it began and ended with depressions due to 
the dear money policy of 1920 and 1929, in- 
cluded the greatest era of prosperity the 
country has ever known. 


On the other hand, from the end of 1930 to 
the middle of 1939 the public debt rose rapidly. 
Yet this second post-war period of the Thirties, 
notwithstanding public expenditures and in- 
crease in the public debt, included a long con- 
tinuing depression and underemployment which 
ended only in the war and war buying. We 
found we could not spend and borrow our way 
out. 

Closely related to deficit financing is the 
matter of government spending. Neither long- 
continued government spending, nor long-con- 
tinued deficit and deficit financing will end de- 
pression or underemployment, however helpful 
a brief pump-priming of that sort may be. 
Another aspect of fiscal policy, taxation, re- 
quires attention. During the second post-war 
deflation, though the debt increased, taxes were 
actually increased. The drastic Hawley-Smoot 
tariff was adopted in June, 1930, and was fol- 
lowed by an abrupt fall in international trade 
to which it contributed. Other government 
policies were depressant, too. Restrictions on 
the hours and days of labor, and on output, and 
restrictions on farm production, were part of 
a planned economy of permanent depression 
and artificial shortages. 


There will be job displacements on a vast 
scale, and many a delay in re-employment, but 
we need not have to endure continuous mass 
unemployment of normally employable persons 
in that period. This reasonable hope of rea- 
sonably full employment in the first years 
after the war can, I think, only be realized 


if the government terminates its war contracts 
promptly and fairly, pays the contractors 
promptly and fully without quibbling, clears 
the factory floors of its war machines, does 
not dump its accumulations of war supplies in 
the market too fast, and does not go into bus- 
iness with its war plants in competition with 
business. 

Inflation control may be the major domestic 
problem during the first post-war period of 
from two to five years after the war, more or 
less. Nobody has ever yet invented a way 
of stopping an inflation without making money 
dear, as in 1920 and 1929, or relatively scarce 
as in 1937, and so bringing on deflation, de- 
pression and unemployment. 


We must control money inflation after the 
war, but not be too rough about it. To .that 
end, taxes must be held at a pretty high level 
at first, but not too long. Debt should be de- 
creased, but not too fast. Federal Reserve 
support of the bond market should be with- 
drawn cautiously, but withdrawn. Money must 
be allowed to become, but not be made, less 
cheap, though not dear. 


When inflation has been controlled, and 
urgent civilian shortages have been satisfied 
and war savings of cash and bonds have been 
spent by the unthrifty — say, two to five years 
after final victory — the problem of maintain- 
ing full employment without interruption may 
be expected to arise. It has never heretofore 
been solved for more than a limited period and 
under special conditions. After this war, as 
after the last, government policy, fiscal, mone- 
tary, and economic, will determine these mat- 
ters, 

Further, our government must cancel our 
Allies’ war debt, new and old ... And we 
should have repealed before this the Johnson 
Act, which, to our shame, has blacklisted our 
Allies and forbidden private loans to them. 


eA Virginia institu- 
tion, established in 
1865, with thoroughly 
modern trust facilities. 
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EFFECTS OF TOO LOW INTEREST RATES 


Digested from National City Bank Bulletin, July 1945 


URTHER pressure on yields of high 

grade corporates and long-term govern- 
ment issues would mean cutting still further 
the rates upon which insurance companies, 
savings banks, charitable and educational 
institutions, trust and pension funds, and 
other long-term investors depend. It would 
tend to divert investment money into more 
speculative employment and promote infla- 
tion. There is no doubt that the recent ad- 
vances in stock prices and in real estate, 
which have been causing so much concern in 
Washington, are in part a reflection of the 
decline in interest rates. 

In 1940 Federal Reserve System Chair- 
man Eccles stressed the deleterious effects 
of letting interest rates get too low: 

Excessively low interest rates tend ultimate- 
ly to induce inflated prices of governments, 
municipals, and other high grade securities. 
The effects are reflected in credit lines gener- 
ally, and are felt by insurance companies, sav- 
ings banks, educational institutions, and other 
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fiduciaries representing the accumulations of 
many millions of our people, small as well as 
large savers. 

Moreover, this creates a future problem for 
monetary authorities because at such time as 
it may become necessary to curtail further 
credit expansion, as a safeguard against infla- 
tionary developments, this step cannot be 
taken without causing a decline in the price 
of outstanding securities. 


It should be possible to lessen the danger 
of further decline in the long-term invest- 
ment rates, with injurious effects as de- 
scribed, by either (a) unpegging the short 
rates and allowing them to advance, thus 
attracting more bank funds into the nearer 
maturities, or (b) increasing the supply of 
intermediate issues and making them avail- 
able to banks — preferably by direct offer- 
ings after the drives — which would satisfy 
their needs without bidding up prices and 
forcing down yields of outstanding issues. 
While a desire to limit bank earnings has 
been indicated to be responsible in part at 
least for the present official policy of re- 
stricting the supply of securities available 
to banks to the short, low-yielding maturi- 
ties, it may be questioned whether this con- 
stitutes wise policy, especially in view of the 
collateral effects upon the general structure 
of interest rates outlined above. 

Undoubtedly a helpful factor in prevent- 
ing a further decline in long-term interest 
rates generally would be for the Treasury 
to make clearer its intention to continue is- 
suance of 2% per cent bonds in subsequent 
war loans. 


Federal Mortgages Decline 


At the end of 1944, the federal government 
owned 9.4 per cent of all city and farm mort- 
gages outstanding — a decline of one per cent. 
The total held by private interests declined 
7 per cent to total of $28,676 million, of which 
life insurance companies held $6,670 millions. 
High national income provided borrowers with 
more money to pay off their mortgages and 
that is what they did. 

The total mortgage debt of the country on 
December 31, 1944 was $31,656,850,697, a de- 
cline of 8 per cent from the $34,421,432,000 a 
year earlier, according to the study which was 
inaugurated last year as an annual research 
project of the Mortgage Bankers Association 
by L. E. Mahan, M.B.A. president. 





CAPITAL NOT ON STRIKE 
It’s Locked Out 


Editorial in The Saturday Evening Post, Sept. 1, 1945 


HE complaint you most frequently hear 

against capital, aside from the chronic 
Communist bellyache, is that it is “on 
strike.” It won’t invest in new enterprises 
which produce jobs and the things people 
need. Instead, it goes into hiding in tax- 
exempt bonds and refuses to “venture” into 
anything risky. Therefore, the complainers 
continue, the Government must fill up the 
hole in productive investment which private 
capital has created by its craven preference 
for something safer. This is the philosophy 
behind the utterances of most New Dealers. 
It appears in the Full Employment bill and 
accounts for the widely accepted theory that, 
since private investors won’t do their duty, 
the Government will have to step in. 

Before we go all out for giving up on private 
investment and turning everything over to 
the Government, let us see what this “strike 
of capital” amounts to. With the aid of some 
statistical spade work by L. Robert Driver, a 
tax accountant with experience in the United 
States Treasury and the Securities and Ex- 
change Commission, and now in private prac- 
tice in New York, we are able to show that 
the so-called strike by private investors is ex- 
plained by the fact that, under our present 
tax laws, which are justified by the war needs, 
but not as permanent policy, the man who 
takes a chance on a risky new enterprise ends 
up with less net return than if he had put his 
money into a sure thing like tax-exempt state 
or municipal bonds. Since not even Pitts- 
burgh Phil would play a long shot if the pro- 
ceeds were less than a wager on Man o’ War 
to finish third, “venture capital” is hard to 
find. 

To simplify matters, Mr. Driver’s tables in 
the accompanying box have been reduced to a 
few classifications that will do to make his 
point. He assumes that persons with one de- 
pendent and with incomes indicated in Column 
1 invest in a new corporation organized with 
$4,000,000 paid-in capital. The other columns 
show the percentage of return left to the in- 
vestor should the corporation earn the per- 
centages indicated and pay to the stockholders 
all its income after payment of Federal taxes. 
The corporation income. tax, excess-profits tax 
and individual income tax (which, incidentally, 
taxes income already taxed in the company’s 
treasury) have all been considered. So has the 
relief to taxpayers provided in the recently 
passed Corporate Tax Adjustment bill. 

The incomes selected are higher than most 
of us make, but if we are talking about “ven- 


HERE ARE SOME NET RETURNS 
ON A CAPITAL “VENTURE” 


Net Return 
to Investor 


Net Return 
to Investor 


Net Return 
to Investor 


Investor’s 
Income 


Before This |if Enterprise|if Enterprise|if Enterprise 
Earns 50% 


Transaction Earns 6% Earns 10% 


4.26% 
3.00% 
2.10% 
192% 1.32% 
288% A8% 
216% 36% 


9.64% 
6.79 % 
4.75% 
2.99% 
1.09% 
815% 


$ 5,000 
15,000 
27,000 
51,000 

101,000 
201,000 


2.55% 
1.8% 
1.26% 


ture capital” and its ability to produce jobs, 
we may as well assume at the start that the 
investment in such enterprises will have to 
come from people in the higher-income brack- 
ets. Dr. Willford King, professor of Economics 
at New York University, has shown that “the 
bulk of the saving in the United States is done 
by families having incomes of $5000 or more. 

. . To a large extent the savings in the 
$1250- to-$5000 class go to purchase homes or 
are used to meet emergencies of one kind or 
another. The result is that the new capital 
needed to provide for the expansion of indus- 
try—the new capital that, therefore, makes for 
better real wages for the laboring class—must 
come mostly from families having incomes of 
$5000 or larger.” A tax policy which makes 
it impossible for this class to invest in new 
enterprise will kill private venture capital and 
throw investment into the hands of the Gov- 
ernment. 


Take another look at Mr. Driver’s table. The 
man with an income of $27,000 who invests 
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in the new enterprise which by a fortunate 
set of circumstances earns 10 per cent on the 
money invested, is permitted to keep 2.10 per 
cent of his profit. This isn’t far above the 
return on Grade A tax-free municipals, which 
demand no worry or sweat. For the few big 
investors with before-taxes incomes of $200,000 
the temptation is even less. Such a man could 
take a chance on a new enterprise that earned 
50 per cent, and come off with a net gain of 
.815 per cent on his money. Does he “ven- 
ture” his money in such conditions? Would 
you? 


The country has a clear choice before it dur- 
ing the reconversion period. We can either 
go on slaughtering geese and then shouting 
“What! No golden eggs!” Or, as soon as the 
relaxation of war needs permits, we can change 
our tax system so that it will encourage 
investors who would risk their money in new, 
job-producing enterprises if the return from a 
risk were at least a little more than the reward 
for staying in the storm cellar. And the 
choice isn’t just a matter of how much taxes 
rich men shall pay or how much revenue the 
Government will receive. The rich men will 
pay plenty of taxes anyway and the Govern- 
ment’s revenues will increase with the rise of 
profitable private investment and business en- 
terprise. The issue is really between a free 
economy and a controlled economy, and you 
can put it down that the defenders of the 
present tax blockade know it is. Those who 
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urge perpetuating these conditions beyond the 
present emergency are in favor of a closed 
economy. Because we are sure few Americans 
take any such view it seems to us important 
that the issue be understood. 


0. 


Need Champion for Preferred 
(From Financial Post, Toronto) 


In view of certain reorganizations — past 
and present — which appear to discriminate 
in favor of common shareholders, investors are 
questioning the value of the legal rights of 
their preferred stocks. 

In theory a preferred stock is issued usually 
because more capital is needed in the business. 
The owners (the common shareholders) expect 
this new capital to earn a reasonable return 
and feel that an additional profit can be made 
for themselves by limiting the dividend to be 
paid on the new capital. In order to sell the 
preferred under these conditions certain rights 
or preferences are given. Usually the fixed 
rate of dividends will be a prior charge to 
common dividends, and the preferred will 
have a prior claim on assets up to a certain 
stated value and arrears of cumulative divi- 
dends. 

A preferred stockholder does not usually buy 
his stock for capital appreciation. He usually 
is looking for a steady income coupled with 
reasonable safety of principal. Consequently 
he pays considerable attention to the legal 
rights of any preferred stock which he pur- 
chases. However, unless some of the preferred 
holders are sufficiently interested and finan- 
cially able, to form a strong active protective 
committee, their rights are not always fully 
recognized in any reorganization. Often there 
are objections to capital adjustments on the 
ground that directors are favoring the class of 
security in which they are most interested. 

In the case of the capital reorganization of 
a going concern, preferred shareholders are, 
of course, just as much interested in the pros- 
perity of the company as the common. Conse- 
quently, they are unlikely to oppose readjust- 
ments which directors can convince them will 
increase the earning power and prosperity of 
the company. However, reorganizations should 
not be forced on preferred shareholders with- 
out giving them all the facts and adequate 
time for discussion. 

Here would seem to be a field for the In- 
vestment Dealers Association. It might do a 
public service by investigating reorganizations 
and refinancings with a view to protecting the 
just obligations and rights of the investors. 
Often the latter are too widely scattered and 
lack leadership to do the job themselves. 


Editor’s Note: Is there a role here for cor- 
porate fiduciaries? 





INCOME OF 454 COMPANIES HAVING COMMON STOCK 
LISTED ON THE NEW YORK STOCK EXCHANGE 


First Six Months of 1945 — By Industrial Groups 


Per Cent 


No. Showing Change in 


Improvement Estimated Group Net 
(ist 6 Mos. Group Income 
1945 vs. Net Income: (Ist 6 — 1945 
Number’ itst 6 Mos. (thousands) 
Industry Reporting* 1944) ist 6 Mos. 1945 Ist6 ales. 1944) 


Amusement _. cca 6 3 $ 197,291 
Automotive __ a Ss j eee 39 21 138,283 
Aviation __.. Pieper = races Pos We kh ee 7 5 16,786 
Building = Same ei 14 11 12,602 
Business & Office Equipment _ cree 4 3 7,474 
Chemical 4 eis hentai OP OME 43 29 130,056 
Electrical Equipment bie es ee 2 Cae 11 6 35,888 
Finance : he Siete eer 20 11 19,547 
Food _ So ee a7 19 69,230 
Garment Manufacturers me : 3 2,014 
Leather & Shoe Mfrs. ; ; 3 5,387 
Machinery & Metal 29 40,594 
Mining Puen es Se Ee ete 2: 11 37,403 
Paper & Publishing. ty oe eck it 15,395 
TI 2 2 eh 3% 24 292,500 
Railroad RS Pe See thee tte a eS 39 20 171,888 
Retail Merchandising Sees Se . 14 12,750 
Rubber : ee eg oak eee : 3 15,843 
Steel, Iron & Coke oo Be See Oe 3% 19 92,991 
Textile _... ene ee Pe RAS ORs sis re _ 14 10 14,527 
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Tobacco 

Other Companies 

All Public Utilities 
All Companies 


All showed net profit for period except 1 mining, 


Two nations—Greece and China—have al- 
ready experienced the devastating effects of 
runaway inflation. Many other countries are 
struggling with such problems as pronounced 
rises in living costs, record-breaking public 
debts, greatly inflated volumes of money in 
circulation, vast spendable funds in the ag- 
gregate in the hands of individuals, severe 
shortages of goods, and disrupted or destroy- 
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d transportation and production facilities. 


2 railroad, 1 steel. 


5 3 
21 9 
20 15 

454 282 


1,733 
36,591 
185,892 
$1,372,665 


From The Exchange, August 





On the whole, the English-speaking world—- 
United States, Britain, and the British Domin- 
ions—have controlled the inflation threat to 
date more effectively than most other nations. 
Credit for much of this is due to the manner in 
which the people themselves have cooperated 
with necessary wartime controls and have 
saved rather than spent their money.—From 
a study by the Life Insurance Companies in 
America. 
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STUDENTS MAJORING IN TRUSTS AT GRADUATE SCHOOL OF BANKING 


In center of photo are Professors Austin Scott and Gilbert Stephenson 


The following are of the Class of 1945: Albert J. Callahan, Wells Fargo Bank 
& Union Tr. Co., San Francisco (not in photo); Albert H. Barton, The Phoenix State 
Bank & Tr. Co., Hartford, Conn.; Norman M. Haughs, The Stamford (Conn.) Trust Co., 
Leonard S. Platt, First National Bank, Greenwich, Conn.; Ira S. Pruitt, Security Trust 
Co., Wilmington, Del.; Holly P. Blessing, Cont’l. Ill. Natl. Bank & Trust Co., Chicago; 
Burke Nicholas, Fletcher Trust Co., Indianapolis; Edward W. Bowen, Bay Trust Co., 
Bay City, Mich.; William A. Gauvin, Tower Grove Bank & Trust Co., St. Louis; Richard 
J. Weidert, Mercantile-Commerce Bank & Tr. Co., St. Louis; J. Frederick Warner, 
The First Trust Co., Lincoln, Neb.; Howard D. Biddulph, The Bloomfield (N. J.) Savings 
Institution; Edward N. Dean, First National Bank, Jersey City; Elwood F. Ober, 
Adirondack Natl. Bank & Trust Co., Saranac Lake, N. Y.; Walter Baker, Girard Trust 
Co., Philadelphia; Robert Y. Garrett, Jr., Farmers Bank & Trust Co., Lancaster; Pa.; 
Leslie A. Hoffman, Girard Trust Co., Philadelphia; William O. Master, Girard Trust Co., 
Philadelphia; Roy G. Shaull, 26 Parker Street, Carlisle, Pa.; George L. R. Teel, The 
Easton (Pa.) Trust Co.; Ernest J. Barber, Federal Reserve Bank, Dallas. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CONNECTICUT 


New London—Harold G. Pond, trust officer 
and a director and trustee of the NEW LON- 
DON CITY NATIONAL BANK, succeeds 
Pierce Onthank as president. Mr. Pond became 
associated with the New London bank in 1943, 
after National Waling Bank (of which he had 
been president) was voluntarily liquidated. 


FLORIDA 


St. Augustine—At the ST. AUGUSTINE 
NATIONAL BANK the following promotions 
were made: C. S. L’Engle, formerly president, 
elected chairman of the board; Frank F. Har- 
rold, formerly vice president and trust officer, 
elected president and continues as trust offi- 
cer; X. L. Pellicer, formerly cashier, elected 
vice president and assistant trust officer. 


INDIANA 


Muncie—MERCHANTS TRUST CO. elected 
Frank B. Barnard as chairman and promoted 
Russell G. Isenbarger from secretary and trust 
officer to the position of president and a direc- 
tor, left vacant by the death of Frederick D. 
Rose. Howard B. Shriner, treasurer, was elect- 
ed secretary-treasurer. Mr. Barnard is a vice 
president of the company and pesident of the 
Merchants National Bank. 


KENTUCKY 


Lexington—Robert S. Davis, until now trust 
officer at Nation- 
al Bank of Com- 
merce, Norfolk, 
Va., was elected 
trust officer of 
the FIRST NA- 
TIONAL BANK 
& TRUST CO. to 
succeed Olin C. 
Peeler, now with 
Kentucky Trust 
Co. of Louisville. 
Mr. Davis was 
formerly with 
Harris Forbes & 
Co., N. Y., Irving 
Trust Co., New 
York, and_ the 
Lincoln - Alliance 
Bank & Trust Co., Rochester, N. Y. 


ROBERT S. DAVIS 


MINNESOTA 


Minneapolis—(Correction) In last month’s 
issue the photographs of Messrs. Ringland and 
Chaney of NORTHWESTERN NATIONAL 
BANK were incorrectly captioned, and should 
be transposed. . 


St. Paul—Philip L. Ray was advanced from 
president to chairman of the board of the 
FIRST TRUST CO. OF ST. PAUL, while Louis 


S. Headley was promoted from vice president 
to president. Charles J. Curley, formerly 
assistant to the president, was given the newly 
created position of executive vice president. A 
graduate of Carleton college (of which he is 
also a trustee) and Harvard Law School, Mr. 
Headley recently served as president of the 
trust division of the American Bankers Asso- 
ciation and now is a member of its executive 
committee. Mr. Curley is a graduate of Min- 
nesota Law School and had previous experi- 
ence with the Union Trust Co. of Cleveland and 
the Merchants Trust Co., a predecessor insti- 
tution of the First Trust Co. He is treasurer 
of the Ramsey County Bar Association and 
past president of the Minnesota Corporate 
Fiduciaries Association. 


MISSISSIPPI 


Meridian—Mrs. Sam Coats, associated with 
the CITIZENS NATIONAL BANK for the past 
fourteen and a half years, has been made an 
assistant trust officer. : 


NEW JERSEY 


Elizabeth & Morristown—Mrs. Nancye B. 
Staub, assistant trust officer of the UNION 
COUNTY TRUST CO., Elizabeth, has resigned 

to become assist- 

ant secretary and 

assistant trust of- 

ficer at the 

MORRISTOWN 

TRUST CO. Mrs. 

Staub has. been 

active in the 

A.I.B. Personal 

Trust Round Ta- 

ble in New York, 

the Association of 

Bank Women (of 

which she is a 

member of the 

board of direc- 

tors), the Eliza- 

beth Chapter, 

NANCYE B. STAUB ALB. (of which 

she is Chief Consul). She is also editor of 

The Woman Banker. At the Morristown Trust, 

Mrs. Staub will devote full time to estate plan- 
ning. 


NEW YORK 


Garden City—Frederick Hainfeld, Jr., be- 
came vice president of the GARDEN CITY 
BANK & TRUST CO. on September 1, after an 
absence of over a year during which he was 
vice president and trust officer of the South 
Side Bank of Bay Shore (N. Y.) 


New Rochelle—Randolph F. W. Ostman was 
elected assistant trust officer of the FIRST 
NATIONAL BANK, as part of the bank’s ex- 
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pansion of its 
trust department, 
headed by J. P. 
Cummings, vice 
president and 
trust officer. Mr. 
Ostman had been 
assistant Nation- 
al Bank Examiner 
for the past three 
years; was prev- 
iously with the 
trust department 
of the Chatham 
Phoenix National 
Bank & Trust 
Company and 


with the Public 


R. F. W. OSTMAN 


National Bank & 
Trust Company of New York City. He is now 
completing work at the Graduate School of 
Banking at Rutgers University. 


New York—Pierce Onthank, who resigned 
as president of the New London (Conn.) City 
National Bank, was elected an assistant vice 
president of the CHEMICAL BANK & TRUST 
co. 


New York—IRVING TRUST CO. has pro- 
moted John F. McIlwain from assistant secre- 
tary to assistant vice president. Admitted to 
the State bar in 1939, he has been with the 
Personal Trust Division since graduating from 
New York University in 1934, 

Poughkeepsie—Lillian F. Smith has been ap- 
pointed an assistant trust officer at the FALL- 
KILL NATIONAL BANK & TRUST CO. Be- 
fore joining the bank in 1929 Miss Smith was 
secretary to the Surrogate of Dutchess County 
and to a New York Supreme Court Justice. 


North Carolina 


Charlotte—J. P. Hobson, vice president and 
trust officer of the COMMERCIAL NATION- 


LOUIS S. HEADLEY 


PHILIP L. RAY 
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AL BANK, was also elected a director, to com 
plete the term of the late R. A. Dunn. 


PENNSYLVANIA 


Emporium—M. F. Balcom, formerly vice 
president of EMPORIUM TRUST CO., was 
elected president to succeed the late Bernard 
G. Erskine. H. W. Zimmer and Robert A. Tay- 
lor were elected vice presidents, the latter re- 
taining his title of treasurer and trust officer. 


TEXAS 


Corpus Christi—A. E. Dabney, Jr., executive 
vice president of the CORPUS CHRISTI 
TRUST CO. since 1929, was elected president 
to succeed the late Mrs. Clara Driscoll. 


El Paso—Joshua N. Kahn was appointed as- 
sistant trust officer of EL PASO NATIONAL 
BANK. 


El Paso—J. W. Clark was recently named 
assistant trust officer at the STATE NATION- 
AL BANK. 


Port Arthur—At the FIRST NATIONAL 
BANK, former assistant cashier C. T. Weather- 
all was made assistant vice president and as- 
sistant trust officer; J. M. Nicklebur promoted 
to vice president and cashier; W. F. Spiegel to 
assistant vice president. 


CANADA 


Montreal, Quebec—J. P. Angus has succeeded 
W. S. Greene as assistant general manager in 
charge of New. Business at MONTREAL 
TRUST CO. Mr. Greene retired. 





R. M. Stephenson, Federal Reserve Bank of 
Atlanta, Ga., was promoted from Trust Ex- 
aminer to Chief Examiner. 


CHARLES J. CURLEY 


NEWLY ELEVATED EXECUTIVES OF FIRST TRUST CO. OF ST. PAUL 





“For 
Honorable 
Service 
To Our 
Country” 


San Francisco, Cal—Horace K. Welcome re- 
turned to ANGLO CALIFORNIA BANK and 
was appointed an assistant vice president in 
the business development department, after 
having served three years in the Army. as 


Captain. 


Charleston, W. Va.—Walter T. Judy, assist- 
ant secretary in the trust department of the 
KANAWHA BANKING & TRUST CO., re- 
turned to the bank after two years as a Seabee 
with a Naval construction unit. 


Louisville, Ky.—Major Neville Blakemore 
has resumed his duties as trust officer at the 
KENTUCKY TRUST CO. after three years in 
Washington with 

the U. S. Air 

Forces. As chief 

of the Price Anal- 

Branch he 
concerned 


ysis 
was 
with formulation 
of price policies 
to apply to Air 
Forces  procure- 
ment, and with 
clearing all large 
contracts for 
price with the of- 
fice of the Under 
Secretary of War. 
Major Blakemore 
declares it will be 
a pleasure to deal 
in smaller and more “real” figures again at 
the Trust Company. 


NEVILLE BLAKEMORE 


Previous to joining the service, Major Blake- 
more was assistant trust officer of the Ken- 
tucky Trust and, later, vice president of the 
First National Bank. Following the retire- 
ment of Judge Ernest S. Clarke from the Trust 
Company (reported last month), he serves 
with trust officers Olin C. Peeler and Joseph 
R. Gathright under S. Lyman Barber as senior 
trust officer. 


IN MEMORIAM 


WILLIAM B. DANA, vice president and 
trust officer of the Hartford (Conn.) National 
Bank and Trust Co., and a trustee and member 
of the executive committee of the Society for 
Savings; chairman of the banking committee 
of the Connecticut State Bar Association; and 
trustee of Gaylord Farm Association (Walling- 
ford), of Kingswood School and the Junior 
School, both in West Hartford. 


WIRT DAVIS, industrialist and chairman of 
the board of the Republic National Bank of 
Dallas. 


MILLS B. LANE, chairman of the board of 
the Citizens & Southern National Bank, founder 
and first president of the Georgia Bankers 
Association. He was vice president and direc- 
tor of the Savannah Sugar Refinery and di- 
rector of the Ocean Steamship Company, the 
Savannah & Atlantic Railway, and _ several 
other corporations. 


JAMES L. O’NEILL, vice president of the 
Guaranty Trust Company of New York .and 
for many years in charge of personnel manage- 
ment and operations. 


FREDERICK D. ROSE, president of the 
Merchants Trust Co. and vice president of the 
Merchants National Bank, Muncie, Indiana. 


J. BENNETT TURNER, chairman of the 
board of the National Bank & Trust Co., Nor- 
wich, N. Y., also a director and member of 
the executive committee of the Norwich Pharm- 
acal Co., president of Norwich Wire Works and 
Bennett-Ireland, and a ‘founder and former 
president of the Norwich Knitting Co. 


GUY M. WALKER, financier, author and 
book collector, who specialized in the reorgan- 
ization of railways and utilities; organizer of 
the Terre Haute Trust Company and the Secur- 
ity Trust Company of Toledo in the 1890's; 
a recognized authority on China and unofficial 
adviser to the Chinese delegation at the Con- 
ference on Limitation of Armaments in 1921. 


THOMAS C. WALKER, assistant trust of- 
ficer of the Doylestown (Pa.) Trust Co. 
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TRUST INSTITUTION BRIEFS 


New Haven, Conn.—The distinction of dis- 
arming the Japanese delegates received aboard 
the flagship Missouri in Sagami Bay by Ad- 
miral William F. Halsey on August 27, 1943, 
was afforded to Lieutenant Commander Rayn- 
ham Townshend, Jr., assistant trust officer of 
the UNION & NEW HAVEN TRUST CO., 
who is executive officer of the destroyer. Lieu- 
tenant Commander Townshend recently receiv- 
ed a citation from Admiral Kinkaid, Com- 
mander of the Seventh Fleet. He has been in 
the Naval Reserve since 1934 and has had 
active duty since 1941. 


Atlanta, Ga.—As part of its 80th birthday 
celebration on September 14th, the FIRST NA- 
TIONAL BANK of Atlanta, oldest national 
bank in the southeast, awarded certificates of 
appreciation to employees who have been with 
the bank 25 consecutive years or longer. There 
will thus be 53 charter members of this “Quar- 
ter Century Club,” and three have been in the 
organization more than 50 years. The First 
National was founded in 1865, with $100,000 
capital, under the name of Atlanta National 
Bank. It now has capital funds exceeding 
$12,000,000. R. Clyde Williams is president, 
having been elected to that position in March 
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of this year, previous to which he was a vice 
president and executive vice president. John 
K. Ottley, chairman of the board for the past 
seven years, previously served as president; 
James D. Robinson served as first vice presi- 
dent and executive vice president until his 
election as president in 1938, which position 
he held until he became vice chairman in 
March of this year. N. Baxter is vice pres- 
ident and trust officer. 


Baltimore, Md.—President Thomas B. Mc- 
Adams of the UNION TRUST CO. announced 
that holders of the stock of the Baltimore Com- 
mercial Bank have signified their acceptance of 
the, Union Trust’s offer to buy their stock. 


Baltimore, Md.—FIDELITY TRUST CO.’s 
merger with the Public Bank of Maryland has 
been approved on the basis of four shares of 
the Public Bank for one share of the Fidelity. 
The combined institutions will have total re- 
sources of more than sixty million dollars, and 
this merger will give the Fidelity five offices 
in addition to its main office. 


Cleveland, Ohio—Thoburn Mills, vice pres- 
ident of NATIONAL CITY BANK, has been 
named chairman of the trust committee of the 
Ohio Bankers Association. 


Columbus, Ohio—Edward R. Brown, cashier 
of the HUNTINGTON NATIONAL BANK, 
has been elected a trustee of the local Better 
Business Bureau. Charles H. Mylander, vice 
president of the same bank, was named chair- 
man of the Tax Committee of the Ohio Bankers 
Association. 


Portland, Oregon—Clarke H. Fisher, assist- 
ant trust officer, BANK OF CALIFORNIA 
N. A., was elected vice president of the Trust 
Division of the American Bankers Association 
for Oregon. 


Providence, R. I.—Under the name of PROV- 
IDENCE NATIONAL BANK, it is planned to 
merge that bank with the BLACKSTONE 
CANAL NATIONAL BANK, bringing total 
resources to over $67,000,000. The merger is 
to be effective October 10, subject to share- 
holders’ meeting September 26. Providence 
National is the oldest bank in Rhode Island 
and the second oldest national bank in the 
United States. Albert R. Plant, president of 
the Blackstone Canal National, is slated to be- 
come chairman of the consolidated bank. 
Rupert C. Thompson, Jr., now president of the 
Providence National, will continue as president, 
and Charles B. McGowan, vice president and 
trust officer of Blackstone National, will be 
third officer in rank with the same title as 
heretofore. It is planned to erect a new build- 
ing on Weybosset Street as soon as restrictions 
permit, as an addition to the present Provi- 
dence National Bank Building, to provide space 
for the rapidly growing trust department of 
each bank. 
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Gift Tax 


Accumulated income of revocable trusts 
taxed as gifts to beneficiaries. Taxpayer’s 
wife set up five trusts for her children. Hus- 
band was named trustee and was given 
power to terminate trusts. Trust instru- 
ment provided for accumulation of income 
to age 30. During period 1933 to 1935 ac- 
cumulations amounted to $400,000 and Com- 
missioner contended that they constituted 
gifts. HELD: Such accumulations consti- 
tute gifts from taxpayer to beneficiaries and 
are subject to gift tax. (In 121 Fed. 2d 1, it 
was held that the trustee’s power to cancel, 
with right to acquire trust property, ren- 
dered trust income taxable to trustee.) 
Richardson v. Comm., C.C.A.-2, Aug. 7. 


Transfer in trust held completed. Grant- 
or set up trust which was divided into three 
parts, one for each of his grandchildren then 
living. He reserved the right to name after- 
born grandchildren as additional beneficiar- 
ies. Until such issue reached age 30, the 
entire income was payable to decedent’s 
daughter. Gift taxes were paid on the trans- 
fers made. In 1939 the grantor relinquished 
this reserved right, after having designated 
but one such after-born grandchild as bene- 
ficiary. HEULD: Transfers to trust consti- 
tuted completed gifts for gift tax purposes 
and hence no gift tax arose upon grantor’s 
relinqguishment in 1939. Est. of Kolb v. 
Comm., 5 T. C. No. 68, Aug. 13. 


Estate Tax 


Irrevocable trust not taxable. Decedent 
set up trust with income payable to two 
grandchildren and after-born brothers and 
sisters, if any. Upon death of survivor, the 
corpus would go to their children if living, 
and failing any such issue, then to the law- 
ful issue then living of the trustor. Com- 
missioner contended that this case is within 
the rule of Helvering v. Hallock. HELD: 
The transfer is not taxable, as under the 


trust instrument the devolution of the cor- 
pus was independent of, and not contingent 
on, grantor’s death. Post v. U. S., US., 
D.C.E.D. of N. Y., June 12. 


Dividend not includible in gross estate. 
Three days after date of decedent’s death, a 
dividend was declared payable as of that 
date either in cash or in warrants on the 
shares of stock of the company. Decedent’s 
estate received its dividend in warrants. 
HELD: Such dividend is subject to income 
tax payable by the estate. However, it is 
not subject to estate tax and hence is not 
includible in the gross estate. First Nat. 
Bk. & Tr. Co. v. U. S., U.S. D.C., N. Dak., S. 
Div., May 9. 


Income Tax 


Assignment received in 1931 includible 
at face value in decedent’s 1938 final re- 
turn. In 1931, when certain estate assets 
were not liquidatable taxpayer received as- 
signment (non-interest bearing) for legal 
services rendered estate in amount of 
$5,000. On his death in January 1938, es- 
tate litigation was still in progress. In 
1940, however, payment was made in full. 
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During decedent’s lifetime, no evidence was 
presented as to its fair market value. 
HELD: $5,000 was properly includible in 
decedent’s final return for January 1938, 
under Sec. 42 of 1938 Act. Est. of Lynch 
v. Comm., C.C.A.-2, Aug. 7. 


Trust income taxed to beneficiary. Tax- 
payer is life beneficiary of testamentary 
trust, the corpus containing an undivided 
interest in certain real estate which during 
the period 1929 to 1940 was operated at a 
loss of $6,500. Such excess of expense was 
deducted from other trust income and with- 
held from taxpayer. In 1940, when the trust 
accounting was rendered, the State Court 
ordered that $6,500 be transferred from 
corpus to income. Immediate distribution 
was made to the taxpayer. HELD: This 
$6,500 is reportable in taxpayer’s 1940 gross 
income since, not until the State Court en- 
tered its order, were any additional pay- 
ments distributable to the taxpayer. Horn 
v. Comm., 5 T. C. No. 69, Aug. 17. 


Separate trusts created although fund 
not divided by trustee. Grantor conveyed 
property in trust and provided that trustee 
“shall divide trust estate into three equal 
shares” and “the share set aside for each 
child shall be held in trust for such child for 
life.” Since trustee did not make division of 
trust, Commissioner contended that it was a 
single trust. HELD: The trust indenture 
created three separate trusts and not a sin- 
gle trust with three equal beneficiaries. The 
language of the entire instrument clearly 
shows intent to create separate trusts. 
Kohtz Family Trust v. Comm., 5 T. C. No. 
63, Aug. 6. 


Widow taxable on payments from em- 
ployer of deceased husband. H. operated 
as his own a branch office for employer 
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corporation, after entering an agreement 
by which the latter, in consideration of H’s 
abandonment of a plan to go in business for 
himself, undertook to make provision for 
H’s wife after his death. After his death, 
the widow received $12,000 from the corpo- 
ration and reported same in her return as 
salaries, fees, etc. Commissioner disallowed 
deduction to the corporation for the amount 
paid to the widow and she sued for refund 
of tax accordingly, on the ground that, since 
corporation could not claim the payment to 
her as an expense deduction, it should not be 
taxed to her as income. HELD: The $12,000 
represents taxable income to the widow. 
Flarsheim v. U. S., U.S.D.C., E.D. of Mo., 
E. Div., July 27. 


Trust income not taxable to trustee with 
broad powers. Taxpayer’s wife set up two 
trusts for her two children. She named tax- 
payer as trustee and gave him broad powers 
of management and control over the trust. 
As trustee he could revoke, alter or amend 
the trust agreement or could free any prop- 
erty from its terms. Commissioner con- 
tended that such dominion and control by 
the trustee constituted him the real owner 
of the trust. HELD: Taxpayer’s powers are 
not sufficient here to impute to him the sub- 
stantive ownership of the trust. He could 
not benefit from his revocation as the prop- 
erty would revert to the grantor. Conse- 
quently, he is not considered to be so com- 
pletely in economic control of the trust as 
to make the trust income taxable to him. 
Newman v. Comm., 5 T. C. No. 71, Aug. 20. 


Grantor not taxable despite reservation 
of managerial powers. Grantor set up 
trusts for each of his three daughters nam- 
ing himself as trustee. The trustee was 
provided with broad powers of management 
and the successor trustees, his wife and a 
bank, were given limited powers of manage- 
ment. Grantor irrevocably parted with all 
interest in the trust assets and was without 
power to revoke the trust or to cause revest- 
ing in himself, nor could the assets revert to 
him. HELD: Income from trusts is not tax- 
able to the grantor under Secs. 22(a), 166 
or 167 of I.R.C. as the powers and controls 
do not enable the grantor to derive any eco- 
nomic benefit therefrom. 


The trusts also provided for accumulation 
of income and for the exercise of the trus- 
tee’s discretion in applying any part of the 
principal for the maintenance, support and 
education of the daughters. HELD: Con- 





sents and election filed by the taxpayer were 
sufficient to give him benefits of retroactive 
provisions of law (Sec. 134 of 1943 Revenue 
Act) governing the taxability of income of 
maintenance trusts. Vinson v. U. S., U.S. 
D.C., N.D. of Okla., June 29. 


Revenue Bureau Rulings and Tax News 


P. S. No. 51 — Part A. Shows allocation 
of costs where two or more employers main- 
tain a joint pension or annuity plan for 
their employees. 

P. S. No. 51 — Part B. Deals with de- 
ductions for contributions where affiliated 
companies maintain a profit sharing plan for 
their employees. It holds that same are al- 
lowable only with respect to contributions 
made by each employer for his own employ- 
ees out of his own profits. Each employer 
is subject to the limitations of Sec. 23(p) 
(1) (C). 

P. S. No. 52. Covers application of the 
law and Regulations to cases resulting in 
complete or partial termination of stock 
bonus, pension, profit sharing or annuity 
plans. 

Ruling on pension contributions. Holds 
that a particular employer’s contribution is 
limited to 30 percent of his contributions 
rather than to 30 percent of the aggregate 
contributions of all the participating em- 
ployers comprising the affiliated companies. 
(Special letter ruling, July 30.) 

I. T. 3750. Holds that the presumptive 
date of death of an individual reported miss- 
ing in action in 1942 while in military ser- 
vice, as determined by his department head, 
constitutes the date of death for Federal in- 
come tax purposes. 

I. T. 3749. Holds that under U. S.- 
French Tax Convention, a French citizen 
who is a resident of the U. S. may claim the 
credit provided by Sec. 131 (a) (3) of I.R.C. 
for income taxes paid to France. No credit 
is allowed for income taxes paid any other 
foreign country. 

Estate of Non-resident Alien. Holds 
that where estate of non-resident alien de- 
cedent is administered by domestic execu- 
tors (U. S. Citizens), the estate is a domes- 
tic taxpayer and the resident executors must 
report income on Form 1041. (Special let- 
ter ruling, March 6.) 


Columbus, Ohio—Robert W. Laylin, vice 
president and trust officer of the CITY NA- 
TIONAL BANK & TRUST CO., has been elect- 
ed first vice president of the local Better Bus- 
iness Bureau 
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Additional California 1945 
Legislation 


Ch. 254: A written finding of presumed 
death, made by the Secretary of War, Secre- 
tary of the Navy or other officer or employee 
of the United States authorized to make such 
finding pursuant to the Federal Missing Per- 
sons Act (15 U.S.C.A. App. Supp. 1001-17), 
or a certified copy of such finding, or an offi- 
cial report or record that a person is missing 
in action, interned, beleaguered, besieged or 
captured by an enemy, or is dead or is alive, 
made by any such officer or employee of the 
United States, is required to he received as 
evidence that such person is missing, interned, 
dead, etc. 

Ch. 484: Section 771 of the Probate Code 
is amended so as to exclude from the class of 
securities which may be sold without necessity 
for confirmation, notes secured by mortgage 
or deed of trust, unless the note has been 
authorized to be issued by the Commissioner 
of Corporations or was made by a public util- 
ity, subject to the provisions of the Public 
Utilities Act. 

Ch. 590: Section 788 of the Probate Code, 
relating to resale of property in probate after 
confirmation where purchaser refuses to com- 
ply with terms of sale, is amended and clarified. 

Ch. 596: Section 754.4, Probate Code, is 
amended to provide for sale of real and per- 
sonal property as a unit, where the personal 
property has been used upon the premises 
sold. 

Ch. 711: Fees paid attorneys for extraor- 
dinary services in the preparation of tax re- 
turns, ete., not heretofore deductible for 
inheritance tax purposes, are made deductible. 


Ch. 645: Numerous amendments were made 
to the part of the Revenue and Taxation Code 
relating to the Personal Income Tax Law, In 
general the changes are intended to bring the 
Personal Income Tax law into conformity with 
corresponding provisions of Federal Act. 
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Decisions 


LEGAL CONTRIBUTING EDITORS: Digests of the current decisions affect- 
ing fiduciaries, published in the following pages, were reported by these 
attorneys, for their respective jurisdictions: 


ARIZONA & NEW MEXICO: 
Robinette & Coolidge, Phoenix 


Harold L. Divelbess—Gust, 


Rosenfeld, Divelbess, 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 


The complete roster of editors appears in July and January. 





Assets — Business — Liability of Personal 
Representative Carrying on Decedent's 


Business 
California—District Court-of Appeal 


California Employment Stabilization Commission 


Hansen, 69 A.C.A. 1039. 


Defendant, administratrix of the estate of 
her husband, was authorized by the probate 
court under Section 572, Probate Code, to con- 
tinue operation of a trucking business owned 
In this action by Employment 
from 


by decedent. 
Stabilization Commissioner to 
Mrs. 


contributions 


recover 
in her individual capacity the 
the 


Hansen 


required under Unemploy- 


ment Insurance Act, 

HELD: 
thorized by the court to continue the business, 
the obligations properly incurred therein were 
charges against the estate, not against the ad- 
ministratrix individually. Judgment for de- 
fendant affirmed. 


Since the administratrix was au- 
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Claims — Limitation of Actions — Effect of 
Death of Trustee 


California—District Court of Appeal 


Kroger v. Truitt, 69 A.C.A. 681. 


Where decedent was admittedly trustee of 
certain shares of stock, 

HELD: Statute of limitations began to run 
at his death in favor of his administratrix, and 
since a personal representative cannot waive 
the statute of limitations, the running of the 
statute was not tolled by the fact that the 
administratrix had recognized the trust, and 
announced her intention to perform decedent’s 
duties under it. 

NOTE: This case, supported by Norton v. 
Bassett, 154 Cal. 411, 97 P. 894, which the 
court cites, reaches a result which seems mor- 
ally undesirable, and not necessarily required 
if the question were open. It would seem that 
on the trustee’s death, the trust devolved upon 
the court pending the appointment of a new 
trustee, and that limitations should not run in 
favor of the trustee’s heirs while that status 
continued. See generally, Scott on Trusts, 
Secs. 104, 105; Restatement, Trusts, Secs. 104, 
105. 


Trust Aids Research 


Eight educational, health and welfare agen- 
cies share in the eighth annual distribution of 
income from the Thomas H. White trust fund, 
as announced by I. F. Freiberger, chairman of 
the board of The Cleveland Trust Company, 
which is trustee of the fund. Approximately 
$10,500 will be distributed from income accum- 
ulated during the year ended July 1, 1945, after 
a payment of $1,000 previously made to the 
Cleveland Community Fund. The largest gift 
is $4,000 to Case School of Applied Science 
to support research projects in astronomy and 
fundamental physical research. 





Compensation — Guardian's Fees Based 
on Custom Approved 


Illinois—Cireuit Court, Rock Island Co. 
In re Velie Guardianship, No. 16776. 


In 1934 The Northern Trust Company of 
Chicago was appointed guardian for two 
minors by the Probate Court of Rock Island 
County. The guardian filed annual reports, 
and was annually allowed a fee for its services. 
After ten years it filed a final report proposing 
distribution of the share of the eldest child 
now of age. An objection being made to its 
fees, the Probate Court ordered a reduction 
amounting to fifty per cent, applied to the 
entire ten-year period. 

When this guardian was first appointed, con- 
siderable work was required of a non-recur- 
ring character, and during this period, the fees 
charged were slightly in excess of the guar- 
dian’s published rates. This was offset during 
the last seven years by lesser charges, so the 
aggregate corresponded to the advertised 
scale. The testimony disclosed that the fees 
as charged were within the scale of reasonable, 
usual and customary charges for similar ser- 
vices in Cook County (Chicago). 

The objectors urged that if usual charges 
are to be considered, they must be on a Rock 
Island County rather than Cook County scale. 


HELD: The fees charged were reasonable 
and should have been allowed. 


Besides the investment and bookkeeping ser- 
vices rendered, the guardian assumed a large 
responsibility. Any deviation from legal re- 
quirements, as well as any carelessness or bad 
judgment by any officer or employee, resulting 
in loss to the estate, could make the trust com- 
pany directly liable for such loss. Where the 
services are not of some extraordinary and 
unusual character, the courts commonly fix a 
value based upon usual and customary charges 
(a variant of “market value”), although the 
court will not sanction any illegal or exorbitant 
custom, but there is nothing in this case of 
that character. 


This Guardian maintains its place of bus- 
iness in Cook County, the officers and em- 
ployees who did the work reside there, and all 
the work was performed there. There is no 
principle which would justify a court in ruling 
that any person may go to a large city for 
special services of any kind, and then demand 
that the usual charge at that place should be 
scaled down because the business originated 


in a smaller community. 
A Staff Digest 


0 


Miami Beach, Fla—Frank Smathers, vice 
president and trust officer of MIAMI BEACH 
FIRST NATIONAL BANK, was named a state 
vice president of the Trust Division, American 
Bankers Assn. 
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Compensation — Trustee’s Fee Agreement 
with Donor of Power of Appointment 
Does Not Control Commissions of Trus- 
tee Appointed by Donee 

New York—Court of Appeals 
Matter of Culver, N. Y. L. J., Aug. 25, 1945. 


A trust company agreed with a testator to 
charge commissions at specified rates as exe- 
cutor and trustee under his will. The testator 
granted a power of appointment, which was 
exercised by creating a further trust and ap- 
pointing the same trust company and an in- 
dividual as trustees of the appointed trust. 
The donee of the power provided for the pay- 
ment to her corporate trustee of the statutory 
commissions allowable to a sole trustee. 


HELD: (reversing the Surrogate) the trust 
company as trustee under the will of the 
donee was not limited by the agreement be- 
tween it and the donor of the power and was 
therefore entitled to statutory commissions; 
there were two settlors, two instruments of 
trust and two different trusts. The court ob- 
served that each of the decisions relied on by 
the Surrogate involved one continuing two-life 
trust created by a single instrument. 
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Distribution — 
Heirs 


Determinative Date 


Massachusetts—Supreme Judicial Court 
McKay v. Audubon Society, Inc., 1945 A.S. 905. 


The residuary clause -of the will created a 
trust for the benefit of the widow for life. 
On her death what remained was to be dis- 
posed of as she might appoint, and “in de- 
fault of appointment, as though I died at the 
time of distribution intestate as to this proper- 
ty.” The widow was still living but had re- 
leased her power of appointment. The trustees 
petitioned for a declaratory judgment as to 
whether on her death the residue went to the 
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testator’s heirs as of the date of his death, in 
which case the remainders were vested, or as 
of the date of distribution, in which case they 
were contingent. 


HELD: While the general rule is that a 
gift to the testator’s heirs means heirs at his 
death, in this case the wording of the will 
showed that the testator meant heirs deter- 
mined as of the date of distribution. 


Another clause created a trust for the testa- 
tor’s niece, G, with the provision that if G 
survived the widow her trust should not be 
terminated until her death, when it should fall 
into the residue, as it would do if G died first. 
The court held that the testator meant only 
one set of distributess, and G’s trust fund 
would be distributed to the same group of 
heirs as the residuary trust, even though she 
died later. 
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Distribution — Death of Legatee Before 
Execution of Will Does Not Bar Opera- 
tion of Anti-Lapse Statute 


New Jersey-—Essex County Orphans’ Court 
In re Foree’s Estate, 42 A. 2nd 302. 


Under R.S. 3:2-18 of the New Jersey Sta- 
tutes Annotated, it is provided that: 


“‘When a devise or bequest is made by will to a child 
or other descendant of the testator cr to a brother or 
sister or any descendant of a brother or sister of the 
testator, and such devisee or legatee shall, during the 
life of the testator, die testate or intestate leaving any 
child or any descendant of a child of such devisee or 
legatee surviving the testator, such devise or legacy 
shall not lapse but shall vest in any such child or 
descendant of a child of such devisee or legatee as if 
such devisee or legatee had survived the testator and 
died intestate...” 


Testatrix left a specific legacy and a one- 
fifth residue of her estate to her sister, Mary 
W. Potter. At the time that the testatrix made 
her will, Mary Potter was dead. It is con- 
ceded that if she had died subsequent to the 
making of the will, but before the testatrix’s 
death, the Act would apply and the children 
would take. The question presented was 
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whether or not, under these circumstances, the 
children of Mary Potter were entitled to re- 
ceive her inheritance, within the purview of 
R.S. 3:2-18. 

HELD: The statute in question was en- 
acted to protect close relatives of a testator. 
Failure to apply the statute in this case would 
defeat its prime motivation. Distributions with 
respect to both the specific and residuary leg- 
acies, made by the testatrix to her sister, de- 
volve to her sister’s descendants, and in the 
same manner as if Mrs. Potter had died in- 
testate. The fact that the testatrix’ sister was 
dead at the time the will was executed, does 
not alter the decision. 


Distribution — Savings Bank Trusts - 
Rights of Designated Beneficiaries 


California—District Court of Appeal 


Kosloskye v. Cis, 70 A.C.A. 229. 


Decedent opened a savings account entitled 
“Mr. Domenico Cis, Trustee for Enrico Cis,” 
Enrico being a nephew, and another, in like 
form, as Trustee for his nephew Clemente. 
Both nephews were minors. Prior to making 
the deposits, decedent had married, and his 
wife Annie survived him. He left property 
of only nominal value aside from the two sav- 
ings deposits. There was other evidence tend- 
ing to show that Domenico would have pre- 
ferred that the deposits go to his estate rather 
than to the nephews, neither of whom was 
ever informed of the existence of the deposits. 

HELD: Mere deposit in a trustee account 
is not sufficient evidence to support finding of 
intent to create a trust, where other evidence 
shows that such was probably not the depos- 
itor’s intent. The estate rather than the 
nephews was held entitled to the deposits. 
There is an extensive review of the authorities 
on the subject. 
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Investments — Where Investments Were 
Subject to ‘‘Written Directions’’ of Set- 
tlor, Trustee's Inability to Produce Same 
Does Not Result in Surcharge 


New York—Supreme Court, Westchester County 
Matter of Reid, N. Y. L. J., Aug. 28, 1945. 


The trust agreements provided that during 
the Settlor’s life securities held in the trusts 
were not to be voted without first obtaining 
the Settlor’s written directions. If directed by 
the Settlor to sell securities held in the trusts, 
the trustee was empowered to sell for such 
prices and terms as it deemed expedient in its 
discretion. The trustee was required to notify 
the Settlor in writing of funds awaiting in- 
vestment, whereupon the Settlor was to give 





his written directions as to the character of 
the investments to be made; and upon failure 
of the Settlor to give such directions within 
30 days, and after his death, the trustee was 
required to invest in its own discretion without 
being limited to legals. The trustee was ex- 
onerated from liability for acting in accordance 
with the terms of the trust agreements. On 
the trial of objections to certain of the trustee’s 
transactions in respect of its own stock which 
was held in the trusts, a number of “written 
directions” of the Settlor were produced, but 
the trustee was unable to produce such “writ- 
ten directons” as to several transactions. How- 
ever, there were produced numerous “written 
directions” of the Settlor which “cast an evi- 
dentiary shadow backwards in approval of 
previous transactions,” to such an extent as 
to warrant an inference that the missing 
“written directions” were actually given by the 
Settlor. There was also evidence which indi- 
cated the probability of loss or destruction of 
the “written directions” which were lacking. 
In overruling objections based on the failure 
of the trustee to produce such “written direc- 
tions” the Official Referee 


HELD: The Settlor’s intent was that he 
should have complete control of the invest- 
ments of the trusts; that he intended to confer 
upon the beneficiaries other than himself only 
interests in trusts which were so controlled by 
himself; that although the Settlor reserved to 
himself the right to give investment directions 
“in writing,” there was no affirmative sugges- 
tion in such language that the Settlor might 
not give oral directions acceptable to the trus- 
tee, the provisions for a “writing” being for 
the sole benefit of the Settlor and the trustee 
and not for the benefit of anyone else. The 
Official Referee distinguished the statements 
in Matter of Rolston, 162 Misc. 194, as to the 
absolute necessity for a “written” consent or 
direction as dictum, not necessary to the de- 
cision of the Rolston case, because the invest- 
ments there complained of were not authorized 
by the trust instrument, and the trustee in that 
case was surchargeable in respect thereof in 
any event. 


Life Tenant & Remainderman — Income 
Received by Trustee But Not Distributed 
During Life of Income Beneficiary 


California—District Court of Appeal 
Estate of Baldwin, 69 A.C.A. 1011. 


James Baldwin’s will created a trust with his 
son Andrew for his widow Katherine, “the en- 
tire net income” to be paid to her if she sur- 
vived Andrew, an event which happened. Upon 
her death the trust terminated. The corpus 
“and the undistributed income” were given to 
a granddaughter of testator. The Trustee, 


-estate of Katherine. 
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Andrew Baldwin, died May 24, 1943. On July 
1, 1943, a dividend of $3,460 was paid on cer- 
tain stock held in the trust. On September 9, 
1943, Katherine died, and on November 24, 
1943, Title Insurance & Trust Company, having 
succeeded as trustee, received the dividend. On 
the settlement of the trustee’s final account, 
the remainderman, the granddaughter, appeal- 
ed from an order distributing the $3,460 to the 
Order reversed. 


HELD: Although Katherine would have had 
a vested right in this dividend under the pro- 
vision requiring the entire net income to be 
paid to her, this provision was thought to be 
qualified by another provision relating to dis- 
tribution of income “available for distribu- 
tion” (operative apparently only while An- 
drew was living); also by the further provision 
that on Katherine’s death the trust estate, with 
any undistributed income, should go to the 
remainderman. This dividend was held not 
available for distribution as income until paid 
to the successor trustee on November 24, 1943. 


NOTE: It is submitted that this decision is 
erroneous. First, the will seems clear to the 
effect that during such period as Katherine 
survived the original trustee, the entire net 
income was to be paid to her. Second, even if 
she was subject to the “available for distribu- 
tion” clause, it seems this income was definite- 
ly available for distribution, and the only rea- 
son it was not distributed was because it was 
received by the executrix of the original trus- 
tee’s estate and was not paid over to the suc- 
cessor trustee which had been appointed six 
days before the dividend was paid. Clauses’ 
such as those here in question are not applic- 
able where the failure to pay is due to the 
inaction of the trustee. The contrary rule 
would enable a trustee, by negligence or in- 
action or a desire to favor one beneficiary over 


another, to vary the rights of the beneficiaries 
inter se. See Commercial Trust Co. v. Spiegel- 
berg, 117 N. J. Eq. 171, 175 A. 164 (Ch., 
1934), aff’d per. cur. 119 N. J. Eq. 376, 182 
A. 875 (E. & A., 1936); Horlick v. Sidley, 241 
Wis. 81, 3 N. W. 2d 710 (1942). 
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Wills — Probate — Contest by Illegitimate 
Children 


Arizona—Supreme Court 
In re Cook’s Estate, 159 P. (2) 797. 


This is a will contest, the contestants claim- 
ing to be the surviving children and sole heirs 
at law of decedent. The grounds of the con- 
test were (a) lack of testamentary capacity 
and (b) undue influence by defendants. 

Decedent for some time prior to death was 
a widower and resided with the defendants. 
During his lifetime he conveyed considerable 
of his property to defendants and by his will 
left them the balance of his estate. The con- 
testants claimed they were the children of de- 
ceased and one C., that they were born out of 
wedlock but that deceased had acknowledged 
them as his children. 

See. 27-401 ACA 1939 declares every child 
to be the legitimate child of its natural parents 
and gives it the right of inheritance. Two of 
the contestants were born prior to effective 
date of this act and so would not be entitled 
to inherit unless adopted extra-judicially. 


HELD: 1. Burden of proving lack of testa- 
mentary capacity is on contestants. 

2. Evidence that 80 year old testator, al- 
though stating in will he had no known issue, 
in fact had three illegitimate children is not 
evidence of an insane delusion. 

3. Provisions in a will are not in them- 
selves evidence of mental incapacity. 

4. Mental incapacity of testator must be 
determined as of time will was executed. 

5. Testator may disinherit his children if 
he so desires. 


Real Property — Sale by Executor Subject 
to Court Approval — Higher Price Of- 
fered 


United States Court of Appeals—District of Columbia 


Carmon P. DeMarco v. Harold A. 
Number 8987, decided July 9, 1945. 


Selina M. Bare, a resident of the City of 
Washington, died testate in 1944. Kertz, one 
of appellees, qualified as executor of her estate. 
Her will directed that her executor, as soon as 
convenient after her death, should, for the 
purposes of administration and distribution, 
sell all of her real property in the District of 
Columbia at either public or private sale. Pur- 
suant to this authority the executor, on Dec. 
5, 1944, entered into a contract with appellant 
for the sale to him of a house and lot belong- 
ing to the estate for $7,150 cash, less broker’s 
commissions, “subject to ratification and ap- 
proval by the District Court.” Thereafter, on 
petition of the executor, the District Court 
ordered that the sale be ratified and confirmed, 
unless cause to the contrary was shown, on or 
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before Feb. 23, 1945, and that a copy of the 
order be published. On the hearing date, one 
of appellees filed in open court an offer to pur- 
chase the property at $7,400 net cash. Asa 
result of this, the court refused to confirm the 
sale to appellant and directed the executor to 
accept the later offer. 


HELD: Where an owner of real estate in 
his will authorizes his executor to sell the same 
in his discretion, no recourse to the court 
charged with administration of the estate is 
necessary, but in the District of Columbia a 
statute provides that a private sale of real 
estate of a decedent shall not be valid unless 
ratified by the court after notice by publication 
according to the practice in equity. In the 
present case the parties bargained in relation 
to this statute and agreed to be bound by the 
decision of the court on submission to it of the 
contract of sale. It is the court’s duty to 
secure for the estate the highest price con- 
sistent with a just regard for the rights of the 
bidder. 

Consistently with the terms of the statute, 
therefore, a private offer, which is made sub- 
ject to ratification, may be rejected when a 
higher bid is made at any time prior to ratifi- 
cation. Accordingly, the refusal of the lower 
court to confirm the sale in the present in- 
stance was proper and will be affirmed. But 
the court should not accept the higher bid with- 
out affording the original bidder an opportun- 
ity to submit a further bid, if desired, and 
like opportunity to other bidders, if there are 
others, who are ready to purchase the property. 
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Finance, Banking and 
Investments 


“Significant Developments of the War Period 
in Corporation Finance, Banking and Invest- 
ments” is the title of the third volume issued 
by the American College of Life Underwriters 
in its series of refresher monographs for 
C.L.U.’s and C.L.U. candidates in the armed 
forces. The various headings under which these 
war-time developments have been discussed 
are: Promotion of Business Enterprise; Types 
of Business Organization and Factors in their 
Selection; Capitalization and Financial Plans; 
Principles of Bond Indebtedness; Selling Se- 
curities, Underwriting and Syndicating; Ex- 
pansion of Business Enterprises; Financing 
Working Capital Requirements; Maintain- 
ing Purchasing Power; The Investment Prob- 
lem; The Supply of Basic Types of Investment 
Media; The Demand for Securities; Mechanics 
of Security Purchase and Sale; Investment 
Policy; and Investment Aspects of Life In- 
surance. 

Copies of this monograph are obtainable 
from the headquarters of the College, Philadel- 
phia 4, at 75c per copy. 





